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The Bank publishes from time to time in this 
Review signed articles by exponents of different theories 
on questions of public interest. The Bank is not 
necessarily in agreement with the views expressed in 


these articles. They are published in order to stimulate 
free discussion and full inquiry. 
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The Capital Levy 
By S. P. Chambers 


T is perhaps inevitable that in a country in which public 
expenditure of one kind or another exceeds 40 per cent, 
of the national income, and in which all existing sources 

of taxation have been strained to their limits, the idea of 
imposing a capital levy should be revived as a means of financing 
the new burden of rearmament. Mr. Michael Foot, speaking 
in the Debate on the Address on the King’s Speech on 1st 
November, 1950, said “ the only kind of action which can be 
taken is some form of capital levy or rearmament levy,’’* 
and on the following day, in the same debate, Mr. Crossman 
said : 
Why should we not pay for this war preparation out of the 
genuine real wealth of the country? Why not this time pay 
for the rearmament as we go along? Instead of resorting to 
loan or inflation, why not take the genuine wealth of the 
country? I am told that that is difficult to do, but it is not. 
The last Chancellor of the Exchequer showed that it could be 
done. There was a thing called a Special Contribution, the 
“* once-for-all.””" One could no doubt find another name for it. 
I should hope that the other side would welcome a National 
Defence Contribution, steeply graduated, starting at £2,000 
of capital and working upwards, it should last for the duration 
of rearmament. 

Proposals for a capital levy, or for some similar imposition, 
have been put forward in Britain and in other countries many 
times during the last half-century, but whenever such a 
—— has been adopted the result has been either complete 
ailure or great disappointment over the yield and the inequity 
of the measure. In Czechoslovakia, just after the First World 
War, some measure of success was achieved with a small levy 
imposed in favourable conditions, but “ there has beert no 
example, up to the present, of the big successful levy which 
would really make a substantial contribution towards the 
cost of war.’’* 

The most recent failure to impose a capital levy was in 
Germany, where a very heavy capital levy of all physical 
property was proposed by the representatives of all four 





1 Hansard. Vol. 480, No. 2. Col. 231. 
* Hicks & Rostas, Taxation of War Wealth—Page 210. 
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Occupying Powers as part of a comprehensive scheme of 
financial reform. The purpose was to redistribute the burden 


of the cost of the War, and the additional burden placed upon . 


the holders of money and claims to money by the currency | 


reform which was designed to cancel nine-tenths of the value 


of all money and claims to money. Although the proposals , 


were under discussion for three years, and the newly set up | 


West German Government was required by the law of June, 


1948, to implement the proposals for a capital levy before > 


tst December, 1948, this Government has still done nothing 
Sevend increasing the capital tax on real property, which is 


almost indistinguishable from a heavy income tax upon | 


property income, and is a mere trifle by comparison with the 
proposed capital levy which would have imposed a mortgage 
debt of 50 per cent. of the value of all physical assets and in 
addition a steeply graduated capital levy upon what was left. 
The whole scheme appears to have been abandoned because of 
its impracticability. If ever there was a country in which 
conditions were favourable to a capital levy it was post-war 
Germany during the Occupation where, by agreement, the four 
Occupying Powers had been able to increase current taxation 
to high levels, untrammelled by the political difficulties which 
accompany any such proposals in a country with a freely elected 
and fully responsible democratic Government. 

In Britain, proposals for a capital levy after the First World 
War were dropped after detailed examination by a Select 
Committee, but these proposals have been resuscitated from 
time to time, usually by people who were unaware of the 
reasons for their rejection thirty years ago. The purpose of 
this article is to examine the reasons for the failure ‘dete 


experiments, and the problems which would be involved in | 


any attempt to impose a capital levy in Britain at the present 
time. 


There are several different forms of levy upon capital | 


which have the same general purpose but which follow different 
principles. There is first the straightforward tax imposed 
‘once-for-all’’ upon each individual’s total wealth, the 

roportion of the wealth taken by the levy being larger for the 


er estates. Another, and much cruder, form of capital | 


levy is a flat-rate charge upon the value of certain types of 


| 


| 


| 


} 


| 


property only. Then there is the levy upon the increase in | 


wealth over a given period; this levy is usually called a | 


“ capital increment tax.’ Death duties are capital levies, 
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exacted once each time an estate changes hands upon death. 
Yet another form of capital levy is the annual capital levy. 
Obviously an annual levy upon capital must be at a much lower 
rate than the “ once-for-all”’ charge, and where such a levy 
has been imposed, it has usually become virtually an additional 
income tax upon the income from the property, and has been 
imposed at a rate representing a relatively small proportion 
of the capital value of the property even though it may represent 
a very high proportion of the annual income. Finally, there 
are several ways in which action by the State has the effect 
of a capital levy in respect of certain forms of capital, as in the 
case of a currency inflation, or a currency conversion such as 
took place in Germany in June, 1948. 

The main objections to a straightforward graduated capital 
levy imposed “ once-for-all ” are applicable to other forms of 
capital levy. Indeed, in all cases where a levy is imposed on 
some property and not on others, whether deliberately or, as 
in the case of inflation, by accident, the results are most 
inequitable and offend against the most elementary principles 
of taxation. This is obviously true also of a currency inflation, 
where the net result is to take away the whole or a large part 
of the wealth of some individuals, and actually to enhance the 
value of the property of others. It is true of a currency 
conversion. It is convenient, therefore, to concentrate our 
attention for the present upon a straightforward graduated 
capital levy imposed “ once-for-all.” 

The natural starting point is to enquire into the p e 
for which the levy is proposed. There are at least three 
main purposes: (a) the redistribution of wealth by taking 
it away from some people and giving it either to others or to 
the State, (6) the reduction of the heavy annual burden of the 
national debt by utilizing the proceeds of the capital levy to 
repay Government debt, (c) the direct financing of war or 
rearmament expenditure out of the proceeds of the capital levy. 

If the main purpose of a capital levy is the redistribution 
of wealth, all arguments based upon normal principles of 
taxation and finance miss their mark. The direct redistribution 
or confiscation of property is a practice wholly alien to any 
country in which there is a genuine respect for individual 
liberty. We are not concerned here with a levy imposed for 
such a purpose. Indeed, it can be demonstrated quite easily, 
by examples taken from totalitarian régimes, that there are 
simpler and more direct methods of achieving the objective 
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than by ) going through the immensely complicated formalities 
of a legally-imposed capital levy. 

The intentions of + people in this country who advocate 
a capital levy are usually of a different nature, although where 
redistribution of wealth is a by-product, this is not regarded 
by the proposers as a drawback. 

The capital levy which was proposed by the Labour Party 
in Britain after the First World War had as its purpose the 
reduction of the national debt, and it is this purpose which 
has attracted the most serious attention in subsequent dis- 
cussions on the subject. The general line of thought is that 
if by some means a large part of the debt which the State 
owes to its citizens could be cancelled out against the wealth 
of the citizens, then the interest which the State has to pay to its 


citizens would be reduced, and correspondingly the amount of | 


tax which would have to be raised would also be reduced. 
Some of our most distinguished economists, including Lord 


Keynes, Lord Stamp and Professor Pigou, have spent much | 


energy in writing upon this subject. Mr. Hugh Dalton also 
wrote a book on the subject in 1923.' The stumbling blocks 
which ultimately proved fatal to these proposals can be grouped 
under three broad headings: administration, yield and 
economic repercussions. 

The administrative complications of a capital levy were 
recognized to be formidable if not insurmountable. The 
Inland Revenue calculated that to impose a levy of the kind 
proposed by the Labour Party* would involve not less than 


two and a half years’ work on valuation, It has to be , 


"* The Capital Levy Explained, by Hugh Dalton. Labour Publishing Co., Ltd., 
March, 1923. 
* The scale of Levy suggested by the Labour Party was: 


Of an Levy 
Individual’s per 
Property cent. 
On the first £5,000—i.e. from £0 to £5,000 .. re) 
» oo» next £ 1,000 wy ” £5,000 ” a oe 5 
” ” ” 2,000» ” £6,000 ” 000 oe 10 
oa 2,000 45 4 £8,000 ,, — ee 15 
” $000 » =» £10,000 ,, 15,000 oe 20 
» » » $000 » » £15,000 , £20,000 .. 25 
oe « » 28 «ss oa £20,000 ,, £30,000 oe 30 
» 9» 2» £20,000 » £30,000 ,, £50,000 oe 35 
” ” £50,000 ” ” £50,000 ” 100,000 ee 40 
” ” 100,000 4 ” £100,000 2 200,000 oe 45 
» » # £300,000 , 4, £200,000 ,, 500,000... 50 
» » » £500,000 » 4» £500,000 », £1,000,000 .. 55 
» temainder a Above £1,000,000.. 60 
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remembered that to reach any degree of accuracy or equity, a 
valuation on the same lines as a valuation for estate duty 
purposes would have to be undertaken in each case, and the 
Valuation Department of the Inland Revenue at the present 
time has to handle for estate duty purposes approximately 
one-thirtieth of the total estates in the country, it being 
estimated that estates fall due for duty about once every thirty 
years. To attempt to do a valuation of all the estates at once 
would thus be a tremendous task, even if the exemption limit 
for capital levy were substantially higher than that for estate 


duty. 

At the present time there are roughly about 3,000,000 
estates of a value exceeding £1,000, 450,000 exceeding £10,000 
and 21,000 exceeding £100,000. It will be seen from these 
figures that the number of cases to be handled is small if large 
estates only are taken, but increases very rapidly as the exemp- 
tion limit is lowered. On the ground of practicability, therefore, 
much depends upon the exemption limit proposed. If we 
come right down the scale, and have a levy on all estates above 
£2,000 as suggested by Mr. Crossman, the work involved, if 
the levy is to be at all equitable, would require the recruitment 
by the Inland Revenue of very large numbers of additional 
skilled officials, always supposing that this large number could 
be found. In practice, the task of recruiting and training the 
additional officials required would take a long time, and the 
total time taken up from the beginning of this process until 
the end of the valuation would no doubt be very much longer 
than the two and a half years estimated some thirty years ago 
for the work of valuation alone. In the present conditions of 
full employment, the case for recruiting this very large 
additional staff would need to be a very strong one. The 
further inflation of Government staffs of this kind would not 
appear to the independent observer as one of the best ways of 
getting on with the work of rearmament. 

Other difficulties which would be experienced arise, to 
some extent, from the very long period which would elapse 
between the date of making the valuation in some cases and 
the date in other cases, and between the date of valuation and 
the date of payment. Values change, and in particular the 
value of money changes, so that with the best valuers in the 
world there would be substantial differences according to the 
dates upon which the valuations were made. Thirty years ago 
it was reckoned that the worst of these troubles could be 
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overcome by reasonable administration, which would make , * 
adequate allowance for these factors, provided that the general al 
body of taxpayers on whom the burden was placed accepted 
the impost as just and gave their full co-operation. Whether ar 
this would have been possible then, conditions today are so ca 
different that it is almost certain that the gravest inequities of 
would remain if a capital levy were imposed today. The an 
difference is due to the fact that existing taxation—income tax, Su 
sur-tax and death duties—are already at such high levels | Pr 
that there is no margin to take care of the errors of rough and , 
ready valuation, or of changes due to the effluxion of time th 
between valuation and collection. wa 
When we come to the question of the yield of a capital _—thj 
levy, we find that it was upon this rock that the Labour Party (oy 
proposals of 1918 foundered. This is probably the most / Ag, 
important issue of all, and needs some detailed examination. | por 
The levy proposed was intended to cancel a substantial pro- jn 
rtion of the national debt. Mr. Dalton estimated that a { 4 | 
evy on the scale proposed would yield a sum of £3,000,000,000' } the 
and calculated that by extinguishing a proportion of the national the 
debt (then £7,830,000,000) the saving in interest would amount | yiel 
to £142,000,000 a year gross. He then deducted the loss of i | 
income tax, super-tax and death duties which would result imp 
directly from the collection of the capital levy, and as this, | a 4 
according to his calculations, amounted to £72,000,000 a year, | 
he reached a net saving of £70,000,000 a year. This was the 


estimate of one of the most ardent advocates of the levy, and | We | 
even on this advocate’s own figures it might be questioned | _ 
{ 


whether the net yield of only £70,000,000 would have been 

worth all the trouble and bitterness involved in assessing | the. 

and collecting a levy on the almost confiscatory scale p ed, | at th 
Other people have made estimates of the net annual yield | Yielc 

of a capital levy after deducting the losses on other taxes, and If w 


these were still less attractive. Taking the gross figure as} tet 
£142,000,000, Lord Stamp in 1923 reached a net saving of | S@Pit 
£42/50,000,000. In 1927, the Inland Revenue estimated a Gove 
gross saving of £150,000,000, and a net saving of £57,000,000 ; | Strate 
and for 1936 Professor Hicks* and his associates put the gross in on 


saving at only £97,000,000, and the net saving at £22,000,000 dy 





1 Op. cit., page 80. every 
* Taxation of War Wealth, page 283. ment 
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as a maximum, with the qualification that the net saving would 
almost certainly be less than this. 


It is obvious that the higher the rate of income tax, sur-tax 
and death duties, the lower will be the net annual yield of a 
capital levy. Since the earlier estimates were made the rates 
of income tax, sur-tax and death duties have gone still higher, 
and in consequence the net annual yield must be ost 
substantially lower than the {22,000,000 estimated by 
Professor Hicks for 1936. 


In 1936 the standard rate of income tax was 4s. gd. in 
the £; today it is gs. In 1936 the maximum rate of sur-tax 
was 8s. 3d.; today the maximum rate of sur-tax is ros. 6d., 
this latter rate applying to a much larger range of income 
(over £20,000) than the 8s. 3d. rate in 1936 (over £50,000). 
After income tax and sur-tax, the net amount left out of every 

und of income exceeding £20,000 today is only 6d., whereas 
in 1936 the amount left was 7s. 6d., i.e. fifteen times as much 
as today. The rates of estate duty have also risen and today 
the maximum rate is 75 per cent. These very large changes in 
the rates of existing taxation do not merely cut down the net 
yield on a capital levy directly, but make it necessary for us 
to take into account factors which were formerly of minor 
importance only. The result is that the net yield must be placed 
at a still lower figure. 


If we consider a capital levy on very large estates only, 
we reach the rather surprising result that the net annual yield 
(saving in interest less loss of income tax, sur-tax and death 
duties) can be actually a minus quantity. Consider, for example, 
the case of the man who is liable to income tax and sur-tax 
at the maximum rate of 19s. 6d. in the £, and assume that the 
yield to him on his holdings of industrial securities is 5 per cent. 
If we make the further assumption that the average rate of 
interest on Government securities cancelled as a result of the 
capital levy is 2 per cent. (which is above the average on 
Government securities taken as a whole) then it can be demon- 
strated that the loss of income tax and sur-tax, without taking 
into account any loss of death duties, actually exceeds the saving 
in interest on Government securities, provided the taxpayer 
has had to sell industrial shares to pay the capital levy. For 
every £100 of levy, the gross saving of interest to the Govern- 
ment would, on these assumptions, be £2, but for every £100 


_ of industrial securities sold by this taxpayer the Government 
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would lose in income tax and sur-tax 1gs. 6d. in the £ on £5, 
i.e. £4 17s. 6d. It is true that the securities must be sold to 
somebody else and tax still paid on the dividends; but given 
that the levy is upon taxpayers liable to high rates of sur-tax, 
presumably the only people who would be able to buy would be 
institutions liable at the standard rate of tax only, or individuals 
falling into much lower income-brackets. Even if we assumed 
that the purchaser was liable at the standard rate of, tax, gs. in 
the £, this still leaves a net annual loss to the Government as a 
result of the imposition of the capital levy. 

This result arises from a combination of three factors: 
(a) the exceedingly high rates of tax on large incomes, (b) the 
low rate of interest on Government securities relative to the 


yield on industrial securities, and (c) the redistribution of | 
income between different income-groups which the capital , 


levy entails. With our present high rates of taxation on the 
higher income-brackets, any redistribution of income to lower 
income-brackets involves a substantial loss of revenue. 

Even on medium estates the net yield of a capital levy 
remains very small. On the scale proposed by the Labour 
Party after 1918, which went down to estates as low as £5,000 
capital value, the net yield today would be far less than the 
£22,000,000 calculated by Professor Hicks for 1936, because of 


the higher rates of tax today throughout the whole range. | 
£10,000,000 would probably represent a fair estimate of this | 


net annual yield. In relation to budget figures of the order of 
£4,000,000,000 a year, this yield would be trifling. | 

If a capital levy as a means of reducing the burden of the 
national debt was unattractive in 1923, it was still less attractive 
in 1936, and today it is a hopeless proposition. Its yield would } 
be eclipsed by the existing taxation which it would replace, | 
and it would, therefore, be useless as a means of reducing 
Government debt, so long as income tax, sur-tax and death 
duties remain anywhere near their present levels. 

The case against a capital levy on the grounds of adminis- 
trative difficulty and low yield applies with even greater force 
against a capital increment levy. The difficulties of valuation 
are duplicated, and there is the problem of valuation as at a 
date several years earlier than that upon which the work of 
valuation is carried out. Increments of capital value due to the 
special conditions of war, and to temporary shortages, are 
particularly vulnerable to economic change, and may have | 
disappeared in whole or in part before the payment of the levy 
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isdue. Then, even supposing that these difficulties were over- 
come, it would be found that the excess profits tax and the 
sur-tax had already skimmed off practically the whole cream of 
increment which it was intended to tax. As a practical measure 
the increment tax would be terribly complicated, and what little 
it yielded would clearly not be worth the huge administrative 
machinery necessary for assessment and collection. Even the 
little collected would entail much inequity. 

If it is agreed on all sides, as apparently it must be, that 
the trifling yield of a capital levy as a means of reducing the 
burden of the national debt is not worth the immense organiza- 
tion, the friction, the inequity and the manpower involved, it 
is idle to consider the third group of problems—the economic 
repercussions—of a levy imposed for this purpose. The more 
recent references to a capital levy, however, suggest that it 
may be advocated as a means of financing war or rearmament 
expenditure directly. We are then concerned, not with the 
saving of interest on cancelled national debt, but with the 
utilization of the proceeds of the levy as a current source of 
revenue. If a capital levy were used for this purpose, quite 
different considerations would arise. We have to consider 
the sources from which the capital levy payers would obtain 
the money to pay the levy, and the effect of their efforts to 
obtain the money upon the general financial structure of the 
country. 

In the case of an annual capital levy the money to pay 
the tax is normally found out of current income. This is 
—— true of death duties on small and medium estates, 
ut obviously not true of death duties on very large estates. 
In Britain at the present time it is obvious that the net income 
of the larger estates, after income tax and sur-tax, cannot 
ssibly be a source for the payment of a capital levy. For the 
est estates of all, the capital levy would equal the net 
income of very many years, and the duty would have to be 
found by selling assets. 

This happens in the case of death duties on very large 
estates but, as only a small proportion of these estates are 
liable in any one year, there is no sudden disturbance of 
markets when assets are sold to pay death duties. With a large 
“ once-for-all ”’ capital levy, however, everybody liable would 
want to sell assets at the same time. The effect on markets 
and on prices would vary according to the financial policy 
being followed by the Government then in power. If the 








Io 


would-be purchasers of assets being sold to pay for a capital 
levy were allowed to borrow from the banking system to pay 
for these assets, the effect could be very inflationary. With 
a capital levy used to cancel public debt there is an off-setting 
factor preventing inflation, but if all the money borrowed is 
passed on to the Government for additional current expendi- 
ture, this further Government expenditure could not fail to be 
inflationary. 

When a Government borrows instead of taxing to pay for 
war expenditure, its action is normally inflationary. When it 
imposes a capital levy which, in effect, can only be paid to it by 
borrowing, its action is equally inflationary, but there is the 
difference that the borrowing is done by private persons instead 
of the State. 


Thus it is that proposals to pay for war preparation “ out | 


of the real wealth of the country” fail to recognize an 
elementary principle of economics. This principle is that 
current expenditure on war comes out of current production, 
and cannot come out of the value of the existing wealth of the 
country. The task of war finance, or rearmament finance, is to 
direct productive resources to war purposes or to rearma- 
ment, diverting these resources from production for civilian 
consumption or for capital expenditure, whether on Govern- 
ment account or private account. No amount of juggling with 
estimates of real values can enable us to avoid this essentially 
simple problem of redirecting current resources from one 
current purpose to another. Only if there were unemployed 
resources or resources which have not been fully utilized would 
this statement need qualification, because the question of 
increasing the total flow of production would then have to be 


| 


considered ; there can be no qualifications in conditions of full | 
employment except to the extent that it might be possible to | 


induce people to work harder. 
If a capital levy were financed by private borrowing and 
inflation followed, it is true that in the result there would be a 


good deal of successful diversion of current resources to war | 


purposes, but this diversion would not be equitable and would 
not be of the kind which was contemplated by the proposers 
of the capital levy. With the inevitable rise in prices there 
would be all the usual severe hardships upon those members 
of the community least able to bear the burden, i.e. those 
—_ with small incomes which have not risen proportionately 
to the cost of living, pensioners, and so on. As in the case of 
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all inflation, the result would be to enrich some of the very 
people who should bear the larger burden. 

If a rigid policy were followed by the Government, and 
all borrowing for the purpose of purchasing property liable 
to capital duty were prohibited, and if no postponement of 
capital levy were to be allowed, and if there were no inflation 
of any kind, the simple result would be that the greater part of 
a capital levy imposed in Britain at the present time would not 
and could not be paid. There would be no market for large 
blocks of property which people were trying to sell to pay for 
death duties. Even a very substantial fall in prices of such 
property would fail to produce purchasers since these 
purchasers could only buy out of current income which would 
be insufficient, or by selling other assets. The general attempt 
to off-load assets of all kinds in this way would lead to very 
heavy falls in the market price of Government securities and 
industrial shares, which, in turn, means very substantial 
increases in the rates of interest. How far interest rates would 
rise it is difficult to estimate, but in countries where deflationary 
action of this kind has taken place the rise in interest rates 
has sometimes been phenomenal. This state of affairs might 
prove very inconvenient to a Government with any extensive 
refinancing programme, and might prove to be a stumbling 
block to those — who want capital in order to erect new 
plant as part of the rearmament programme. 

With such a fall in values another very serious problem 
would arise. Values established for capital levy purposes would 
be wholly out of line with values at the time the duty comes to 
be paid, when everybody is seeking to sell property to pay the 
duty. Reassessments would have to be made on a large 
scale, but even these reassessments would not be final because 
of further changes, as more people attempted to sell in order to 
pay the duty. Changes in value are relatively unimportant 
when we are considering a duty of 1 per cent. or 2 per cent., 
but when we are considering a duty of 60 per cent. wide 
changes in value can completely upset the whole machinery 
of assessment, and the duty payable may be found to exceed 
the value of the estate upon which it is charged. 

It might be argued that a capital levy must either be 
inflationary or deflationary, and that it cannot be both at the 
same time. In fact, however, such a simple statement neglects 
the important factor of changes in relative values. The effect 
on certain prices (of real property and industrial shares, for 
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example) is likely to be quite different from the effect upon 
the prices of current production. It is difficult to conceive 
of any non-inflationary financial policy which would succeed in 
collecting, ostensibly out of capital but in fact out of current 
income, the really large sums involved in a capital levy, when 
all the current incomes from the properties on which the levy 
is imposed are already taxed almost to vanishing point. It is 
evident that, whatever financial policy were followed, the 
greatest sufferers would not be those at whom the levy was 
aimed but other persons of more moderate means, who would 
be caught in the violent upheaval of values and prices which 
the collection of the levy would entail. Given the present high 
rates of existing taxation, which are unquestionably the 
dominating factor, the standard of equity achieved by a capital 
levy used to finance rearmament would probably be an all- 
time low record. 

It may be thought that the arguments which have been 
advanced above are Gaoed mainly upon a consideration of the 
effect of a capital levy upon large and medium estates, and that 
the effect of a levy upon smaller estates would be less important. 
It is true that the smaller the estate and the smaller the rate of 
levy, the more easily can the tax be paid out of current income, 
and that, therefore, the evils which have been referred to can 
to that extent be avoided. On a small estate the rate of income 
tax is lower, and a larger proportion of the total income is thus 
available for current income or further taxation. Nevertheless, 
a capital levy which goes right down the scale to small estates— 
e.g. those of £5,000, as in the case of the Labour Party proposals 
in 1918, or £2,000, the figure mentioned by Mr. Crossman— 
raises further problems of administration. Even if we assume 
that the vast volume of valuation work could be carried out 
within a measurable time, which nobody could put at less than 
several years, the first problem which would have to be faced 
would be collection within any period relevant for the purpose 
of rearmament. A tax which cannot be collected until 1955 
is not much mee for the financing of expenditure in mo 
Then again, although there are problems in assessing the fair 
value of large holdings of industrial shares, these problems are 
simple by comparison with the problems of valuing the assets 
of small private businesses. In the same way, if a small private 
business is already the subject of loans, the imposition of a 
substantial levy may mean great financial difficulty if not 
insolvency. 


a ———————— — 
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There are, heaven knows, enough difficulties and obstruc- 
tions to the development of the small private enterprise in 
Britain today, and any serious attempt to collect a substantial 
capital levy from the owners of such businesses might well 
prove to be the coup de grace to the small independent 
proprietor who, in the nineteenth century, represented one of 
the most vigorous and most enterprising elements in British 
industry. 

The harshness and inequity of any such levy in individual 
cases could hardly fail to have an adverse effect upon enterprise, 
upon productivity and upon savings in this country. It is 
fashionable today to say that these adverse effects of heavy 
taxation have been over-stated. It was not so fashionable when 
Labour leaders were pressing for a capital levy to reduce the 
national debt. In dealing with the criticism that the capital 
levy would discourage savings, Mr. Dalton writing in 1923 said : 

This, again, is a one-eyed criticism, no account being taken 
of the reduction in annual taxation, which the Levy will make 
possible. It is heavy annual taxation, and the dreary prospect 
of its indefinite continuance, which at present discourages 
saving far more seriously than the imposition of the Levy, 
once and for all, would do. 

Mr. Dalton regarded the effects of taxation upon incentives 
as serious when the rate of income tax was 4s. 6d. in the {, 
and the maximum rate of sur-tax was 6s., so that the marginal 
rate of tax was tos. 6d. Today the marginal rate is 19s. 6d., 
and the top rate sur-taxpayer has 6d. instead of gs. 6d. left 
out of his marginal income ; and we have also such additional 
burdens as the profits tax and purchase tax, which were 
unknown in those days. Was the unanimous opinion of those 
days wrong, or have we become complacent about this 
important matter? The evidence of the comparisons made 
between British and American industry suggests that the 
opinions of 1923 and earlier years were right, and that the 
damage already done is considerable. 

Almost every productivity team which has visited the 
United States recently has come back with the clear impression 
that the main difference between the leadership in British 
industry and that in America, and between the attitude to 
work of British workers and that of American workers, lies in 
the amount of vigour and enthusiasm with which the work and 
problems of management are tackled. It is very difficult to 


_ dissociate this difference from the difference between the reward 
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of effort in the two countries, and I think that an independent | 
observer, if such a person could be found, could hardly fail to 
comment upon the deadening effect upon British industry of 
several decades of excessive taxation. If, so far from reducing | 
this burden, there is actually an attempt at a further increase 
by eating into the capital as well as the income of these 
businesses, and thus stultifying all progress by capital starva- | 
tion, the relative failure of British industry to keep pace with J 
that on the other side of the Atlantic is bound to become still | 
more marked. One little-publicized aspect of this problem is | 
the quiet emigration of some of the ablest men in industry to 
countries where rewards are greater than in this country; / 
there is no return traffic of first-class men to Britain because | 
British taxation is a barrier against potential immigrants. 
Having regard to the grave problems entailed in any 
attempt to impose a capital levy, whether upon large estates | 
only or upon these and smaller estates as well, it is undoubtedly Pp 
the duty of those who are faced with the very difficult task of / ™ 


financing rearmament to exhaust all other possible sources al 
before resorting to this extremity. It is difficult to believe that,| 4 
instead of embarking upon such a perilous and unprofitable : 2 
course, the Government could not find substantial resources | wi 
from the curtailment of Government expenditure, both on efi 
current and on capital account. Since current expenditure | 61 
must be financed out of current income in one way or another,, SP 
and since the largest incomes already bear rates of tax which | We 
approach the roo per cent. mark, in some way or other any | ms 

ex 


contribution to the problem which is not found from the | 
curtailment of Government expenditure must be sought in 
further taxation, whether direct or indirect, which — of 
ultimately upon medium and smaller incomes. 

This is not a matter of opinion or political bias, it is a| 
matter of cold and indisputable fact. Unless there is a sub-| Wit 


stantial cut in Government expenditure, the main burden of | 
financing rearmament must fall upon medium and small 01 
incomes. The alternative would be to impose the burden on) oth 
these incomes by the only other means possible, i.e. by inflation, real 
which, though politically much easier, is neither honest nor 
equitable. «curt 
S. P. Cuampers, | Som 
December, 1950. | toc 
cent 
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The Economics of Rearmament 


By Professor E. A. G. Robinson 


I 
SPECIAL PROBLEMS OF A CoLD WAR 


GREAT deal has been written about the economic 
conduct of an actual war; the literature of economics 
is voluminously addressed to the conduct of a state of 
expected peace; but little or nothing has been written about 
the economic conduct of a cold war and of the state inter- 
mediate between peace and war. Yet in many respects such 
a state raises problems that are more difficult of solution than 
either the problems of actual war or those of assured peace. 

The economics of war presupposes that a nation is 
concerned to put out its maximum military energy for a limited 
period of time at the cost of running down its capital equip- 
ment, contracting its consumption, making human efforts 
almost certainly beyond its power to sustain continuously, 
and at the expense also of becoming heavily indebted for its 
imports of food, materials and munitions to anyone abroad 
who can be persuaded to give credit. If we look at our own 
efforts in the recent War, we were devoting in 1942 about 
61 per cent. of our net national expenditure to Government 
spending on war and other purposes. The real sources of the 
war finance of that year came to the extent of about 43 per 
cent. from increased output as compared with 1938; to the 
extent of about 25 per cent. from reduced consumption; to 
the extent of about 11 per cent. from the deficit in our balance 
of payments ; to the extent of about 21 per cent. from running 
down our stocks both of fixed and working capital. 

The problems of running a cold war are largely concerned 
with our willingness or unwillingness, and our power or lack 
of power, to depend on each of these four possible sources. 
For these are the only real sources (if we include economy of 
other Government expenditure among them) from which the 
real resources for rearmament can be derived. 

But apart from the difficulties of deciding what shall be 
curtailed in order to expand defence expenditure, there are 
some further reasons why a cold war is particularly difficult 
to operate. In an active war there is a psychological con- 
centration on the single objective of defeating the enemy. 
Provided certain essentials of equity are safeguarded, the 
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conflicts of interest within the nation are in great degree 
subordinated to the main national objective. In a cold war 
one cannot assume the same single-minded concentration, or 
the same willingness of individuals or groups to subordinate 
their interests to those of the nation as a whole. 

Moreover, the economic problems of a vow at war 
do not arise primarily because men are being killed, buildings 
are being destroyed and war material is being expended. They 
arise very much more from the fact that the pattern of activity 
in a country at war is radically different from that of a country 
at peace. It is necessary to make immense changes with great 
rapidity in the occupational distribution of the population 





and in the types of products turned out by the various | 


industries ; these changes lead to bottlenecks both of skills 
and of equipment, which must be resolved by administrative 
‘measures. But in an active war the probability of the emergence 
of such bottlenecks is reduced because the withdrawal of men 
for the Armed Forces implies a total of manpower in industry 
less rather than greater that of peace-time; the total of 
manpower employed in all industry and commerce never 
exceeded during the war years the figure for June, 19309, 
although certain industries grew greatly. Thus in an active 
war there are contractions as well as expansions and the 
emergence of bottlenecks is to that extent made less probable. 
In a cold war, in which a new pattern of rearmament is super- 
imposed upon an almost complete peace economy, there are 
very much greater probabilities that bottlenecks will occur. 

For these reasons, the feature of the cold war which it is 
most difficult to forecast is how likely it is that progressive 
pressures on particular scarce skills, scarce materials, scarce 
types of industrial capacity will produce bottlenecks which 
can be dealt with only by some reversion to the techniques of 
a war-time economic administration. No-one (least of all, I 
suspect, those who were so engaged in the last War) wants to 
see the reappearance of that Whitehall mammoth. But how 
long it can be delayed depends almost wholly on the dimensions 
od e defence expenditures into which we may be progressively 

II 
PLANNED EXPENDITURES ON DEFENCE 


What then are the probable dimensions of our expenditures 
on armaments? The official statements do not make it easy 
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to judge just how large they are likely to be over the next few 
years. Certain broad orders of magnitude are, however, 
available. We have informed the United States Administration 
that, on certain conditions regarding assistance, we shall be 
prepared to attempt a programme which was originally stated 
as £3,400 millions over three years and has since been raised, 
as the result of increases both of pay and of numbers in the 
Forces, to £3,600 millions over the same period. 

Actual expenditure in 1949-50 was £760 millions and 
budgeted expenditure this financial year is £781 millions. 
The average expenditure over the three years represents an 
increase, therefore, of about £440 millions over 1949-50 and 
of about £420 millions over the estimates for this year. 

The rate of build-up towards the peak rate of expenditure 
during the coming year is obscure. We have already increased 
orders by an original £100 millions; in addition we are now 
proceeding with measures that will involve spending a further 
£100 millions. There are increases of pay for the Regular Forces 
and increases of numbers in the Forces which will add nearly 
£70 millions in a full year. 

Apart from these costs, there is probably some necessary 
allowance to be made for increases of stocks of materials and 
work in progress in the munitions industries. It is not very 
clear whether the value of munitions output is calculated at 
the value of the finished output that will be delivered, which 
would leave the capital investment in work in progress to be 
financed, or whether the figures for munitions assume pe pee 
“eo on a scale that would provide for a large part of the 

nancing. 

It is also relevant to remember that when men are retained 
in the Forces, their contribution to the national income, as 
ordinarily calculated, is reduced, so that the apparent pro- 
ductivity of the nation is thereby affected, or (to put it another 
way) their cost in terms of product lost is greater than their 
pay and allowances in kind. 

In the same way, the marginal manpower and equipment 
which can produce an extra £100 millions of, say, vehicles when 
employed in a well-organized and smoothly-running flow of 
production may produce significantly less than that when 
engaged in the initial stages of turn-over to armament pro- 
duction. When it is remembered that a large part of the whole 
national gain of productivity in recent years has been in the 
vehicle-producing industries which are likely to be heavily 
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affected by rearmament, some caution is obviously necessary 
in assuming that productivity is, by and large, unaffected. 

Any very precise attempt to calculate the cost of the 
rearmament programmes is, for these reasons, of doubtful 
value. Mr. Gaitskell has indicated that in his judgement it 
will involve us during the next year in something of the order 
of £300 millions more expenditure. That is the order of mag- 
nitude in which we may think for the present. The expenditure 
of two years hence may be £500 millions to £600 millions more 
than is included in this year’s budget on the basis of our present 
expectations. If the international situation continues to deteri- 
orate we may well find ourselves having to think in terms cf 
even £1,00c millions more, with a total defence expenditure 
of the order of £1,800 millions. 

The forecast of the gross national product in 1950, given 
in the Economic Survey for 1950, is £11,680 millions. Thus, 
on the original budget estimate, we were proposing to devote 
about 6-7 per cent. of the gross national product to defence. 
The addition of £300 millions would raise the proportion to 
about 9-3 per cent. In later years, the proportion will almost 
certainly exceed ten per cent. An expenditure of the order of 
£1,800 millions would mean nearly 14 per cent. 


III 
OTHER CLAIMS ON NATIONAL RESOURCES 


The immediate problem is thus the provision of a further 
£300 millions, or about 2} per cent. of the national income, for 
increased expenditure on defence. It has been suggested that 
it should be possible to find such an amount from the increase 
of productivity of our economy. Before this simple and 
attractive solution is regarded as adequate, it is, however, 
necessary to examine carefully the rate at which the national 
income is growing and the claims that already exist on the 
prospective increases. 

e Economic Survey for 1950 forecast an increase during 
the year in the value of production at home of about £500 
millions. This assumes an increase of productivity of about 
3} per cent. in 1950 as compared with a realized increase of 
about 53 per cent. in 1949. There is now little doubt that this 
was an underestimate. An increase for the year of something 
of the order of £800 millions now seems likely on the basis of 
recent trends of the various indices of production. 
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But nothing like the whole of this is available to be spent 
on defence without creating a host of inflationary pressures. 
In the first place, we expected, when the Economic Survey 
was prepared, to convert a deficit in the current balance of 
payments of £70 millions into a surplus of £50 millions; that 
would involve a claim of £120 millions on our resources. 
Already in the first six months of 1950 according to the recent 
White Paper, United Kingdom Balance of Payments 1946 to 
1950 (Cmd. 8065), we have achieved a surplus of £52 millions ; 
it is at least possible that over the year as a whole the surplus 
will be bigger than £50 millions and the claim on resources 
greater than £120 millions. 

Secondly, the Economic Survey implicitly assumed that 
the terms of trade during 1950 would be no worse than the 
average of 1949 as a whole. This was a conscious and not an 
unreasonable assumption, since the terms of trade had appreci- 
ably moved in our favour during 1949 down to the time of 
devaluation, and terms equivalent to the average of 1949 made 
what then seemed a reasonable allowance for the probable 
adverse effects of devaluation. But since devaluation they have 
in fact moved against us to the extent of about 13 per cent., 
largely as the result of the increasing demands for primary 
products springing from war scares and rearmament abroad 
and the average for 1950 will be appreciably worse than was 
assumed in the Survey. It is likely that, over 1950 as a whole, 
we shall have had to devote something of the order of £230 
millions to the covering of the adverse movement of the terms 
of trade that has already occurred. Further recent advances 
in the prices of our imports make it almost certain that next 
year we shall have to make further provision for a similar 
claim on our resources. 

There remain, apart from defence, two other heavy 
claimants on these resources. In the first place, Government 
expenditure, other than on rearmament, was expected to 
absorb during 1950 about £180 millions more than in 1949. 
In the second place, if we are to prevent inflation, there must 
be increased supplies of consumption goods to the home 
market to balance any rises in wages, salaries and other 
incomes. It was hoped at the time of the budget that there 
would be £200 millions available to meet these inflationary 
pressures. Even at the time that seemed scarcely adequate, 
since wage incomes increased during 1949 by £230 millions 
and salaries by £110 millions. Since the beginning of 1950 
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the index of weekly wage-rates has, despite the pressures for 
increases, not risen at ail, and the increase above the average 
of 1949 is less than that of the previous year. On the other 
hand, the total working population has increased as much as 
in the previous year, and the increase of productivity, where 
piece-rates are paid, brings an automatic increase of earnings. 
Any provision much less than the actual increases during 1949 
seems likely to have increased the inflationary pressures. 


These various claimants would almost certainly have | 


absorbed any increase of national production that was in sight 
for 1950. It is doubtful, indeed, whether, in view of the 


adverse movement of the terms of trade, there was any margin - 


of resources that could be regarded as available to increase 
armament supplies without curtailing other forms of activity 
or increasing inflationary pressures. 

If we look ahead to next year, it may again be reasonable 


to hope for an increase of some £500 millions in the gross — 


national product, in the absence of any exceptional measures 
for economic mobilization. In view of the disturbances to the 
pattern of production and the probable interruptions of 
activity in the industries in which productivity has been rising 
fastest, it would be unsafe to assume any larger increase than 
a 
What claims are there likely to be against this £500 


millions? If we continue as at present, the further worsening 
of the terms of trade may again involve the expenditure of 


some £200 millions of additional resources to secure a similar | 


balance of payments (the terms of trade of September, 1950, 
are already 6 per cent. worse than the average for the first 
nine months). Commitments for colonial development, for 


release of sterling balances, for interest payments and for | 


other foreign investment would seem to call for a further £50 
millions of surplus in the current balance of payments. 
Government expenditure, other than rearmament, is unchanged, 
and if investment makes the same claim on national resources, 
the residue of some £250 millions is just about enough to cover 
the trend of increases of wages and salaries without further 
inflationary pressures—for an increase of £500 millions in 
production automatically creates incomes to the same extent. | 
Out of these incomes a little over half is likely to be absorbed | 
in taxation, and a further amount will be added to savings, but | 
somewhere about £200 millions is likely to be added to 
expenditure. A very small rise in wage-rates and salaries and 
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a small increase in distributed profits reflecting the net 
investment of the past year would exhaust the addition to 
national output. 

Thus we cannot hope to undertake rearmament merely 
by spending the increases of resources made available by the 
normal trend of increasing productivity unless we have first 
discovered a means to prevent inflation otherwise than by 
providing a progressively-rising real standard of consumption. 
We are driven back to consider the four real sources of war 
finance set out in an earlier paragraph: increased production, 
a deficit in the balance of payments, the running-down of 
stocks of fixed and working capital, and reduced consumption. 
Each of these must be considered in turn. 


Iv. 
THE PossIBILITy OF INCREASING PRODUCTION 

Can we achieve a quite abnormal increase in the level of 
production? During the War we did, of course, secure such 
an increase for two reasons. We entered the War with a high 
level of unemployment and a relatively low ratio of working 
population to total population. During the War we reduced 
unemployment from the 1,710,000 of June, 1938, to 54,000 
in June, 1944. We increased the total working population from 
19°5 millions in June, 1939, to 22-0 millions in June, 1944. 
Thus we were able to add about 4-1 millions to the total of 
employed, including the Armed Forces, which was equivalent 
to 23 per cent. of the total employed in 1938. This accounted 
for a large part of the increase of national production, which 
by 1944 was probably about 30 per cent. above the level of 
1938, including a conventional allowance for the services of 
the Armed Forces. 

There were, moreover, significant increases in the hours 
of work. In 1938 the average hours of men were 47°7 
week ; those of women were 43°5. By 1944 they had reached 
51°2 and 44-6 respectively. Since the War they have been 
reduced to 47-0 and 41-9 in April, 1950. 

There is clearly a possibility of securing some exceptional 
increase of output both in general and in particular bottleneck 
industries by lengthening hours of work again and by increased 
use of the shift system. It would not be easy to estimate what 
we might secure by this. An addition of £300 to £400 millions a 
year to the national product is just conceivable, but that repre- 
sents probably an upper limit that we are not likely to attain. 
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There is a possibility also of drawing into industry again, 
either on a whole-time or part-time basis, a rather larger 
proportion of the total population. But again the practical 

ibilities are not large as compared with their dimensions 
in 1938. In 1938 the available working population, including 
the unemployed, was 42-2 per cent. of the total population. 
In 1944 the ratio had risen to 46-2 per cent. By 1950 it had 
fallen again, on similar definitions, to about 41-6 per cent. 
But we now have an appreciably older population and the 
reduced ratio comes also to a considerable extent from the 
raising of the school-leaving age and the general lengthening 
of the period of education. An increase of a quarter of a 
million, drawn mainly from women now unoccupied, is not 
unthinkable and might bring an increase of the order of £100 
millions in the national output. 

It will be obvious, then, that by increased effort we could 
perhaps, without stretching ourselves to the limit, add some 
£300 millions to our available resources and simplify our 
problems. Any huge increase of output, comparable to that 
which we secured between 1938 and 1944, is out of the question 
now that our national resources are already very fully employed. 


V 
Tue BALANCE OF PAYMENTS 


Should we finance rearmament, assuming that we can 
find foreign nations to give us credit, by permitting a deficit 
in the balance of payments? This question must be considered 
from two distinct angles. What would we ideally wish to do? 
What are we in practice likely to be able to do? 

As to what is ideally desirable, one thing must be said at 
once. We have struggled back to something near a balance of 
payments by building up with great efforts an immensely 

expanded export trade. No country can conceivably hope to 
conduct a prosperous and successful foreign trade by a process 
of blowing hot and blowing cold, of making export cuts this 
= ear and export drives next year. Foreign connections must be 
boriously built up. If they are severed, they die again. The 
United Kingdom cannot live without a great dependence on 
foreign trade. The simplest and most obvious of tactics for 
our enemies in a cold war is to force us into a position in which 
— _active war breaks out we have exhausted all our 
rye Sage pa of foreign credit and of foreign currencies 

rey in which all our actions are dominated by our creditors. 
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In practice, whether we like it or not, it will be difficult 
to maintain a balance of payments in face of rearmament. 
The metal, engineering and vehicle industries, on which the 
chief load of rearmament must fall, accounted in the third 
quarter of 1950 for 54 per cent. of our exports. These exports 
in turn accounted for a large part of the output of the industries 
concerned, No accurate and trustworthy figures are available 
to show the total value of output of this group of industries 
and its distribution between various uses. The following table 
is no more than an indication of the rough orders of magnitude : 


TABLE I 


EsTIMATED DISTRIBUTION OF THE OUTPUT OF THE METAL, 
ENGINEERING AND VEHICLE INDUSTRIES IN 1950 BEFORE RE- 





ARMAMENT 
£ millions 
Home Investment .. ala 1,100 
Home Consumption .. va 200 
Exports ee oe os 1,100 
Defence én ots a 200 
2,600 





If the share going to defence is to be raised from something 
under £200 millions, first to £450 millions and later, in all 
probability, to somewhere about £600 to £700 millions, only 
a small fraction of this can come directly from consumption; 
this will principally affect supplies of radio and other electrical 
equipment. A large part must come from home investment 
or exports. How much must come from each depends partly 
on policy, partly on the possibilities of increasing in total the 
output of this particular group of industries. The practicable 
increase in the short term, without major dislocations of the 
rest of the economy, would not appear to be very great. In 
1944, with extravagant use of labour, the total number employed 
in these industries, after allowing for changes of statistical 
definitions, was about 20 per cent. greater than the number 
employed today. The immediate reserve capacity would not 
appear to be large. If a cold war is to be conducted for a 
prolonged period with a high level of armament expenditure 
some further expansion will almost certainly be necessary. 
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But if rising import prices and worsening terms of trade 
may add, as was suggested above, £200 millions to our export 
needs, if we are to spend £100 millions a year (the equivalent 
of little more than a fortnight’s imports) on building up our 
stocks of food and materials, as we certainly should, and if we 
are to provide the additional imported materials, say £50 
millions, required for our increasing output, how can we secure 
a balance of payments, let alone provide an increased investable 
surplus, if engineering exports are to be reduced? Quite 
apart from rearmament, worsening terms of trade would have 
meant increased strain in 1951 which we should have sought 
to meet by increased exports of metal and engineering products 
and vehicles as well as other forms of export. If we were now 
to cut engineering exports by £200 millions instead of increasing 
them, the gap in the balance of payments might become 
£550 millions—not much less than the adverse balance of 1947. 
One can see at once why, in presenting our problems to the 
United States, the need for general financial help was stressed. 
If such help is not made available, the diversion of resources 
in the munitions industries from export cannot be large, and 
we may well have to devote more resources in these industries 
to rts than in the past. 

ut it is equally clear that, if rearmament is to be effective, 
we miust release other goods from home consumption to increase 
exports wherever foreign demand is unsatisfied. We come back 
again to the problems of real expenditure at home. 


VI 
INVESTMENT POLIicy 


Should we find the resources for rearmament wholly or 
principally from a reduction of investment? Again it is 
essential to distinguish what is desirable from what is 
practicable. 

If an active total war is to be conducted at some time in 
the not far distant future, it is of the first importance that we 
enter it with our capital equipment in first-rate order. The net 
investment that we have made in the years since 1945 has as 
yet scarcely overtaken the war damage and the arrears of 
maintenance and replacement. Not until the end of 1952, at 
present rates of investment, will we have reached the point 


where national capital per head, after allowing for the higher _ 


level of employment, is back to the pre-war level. If rearmament 
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is to be secured by reducing investment, we shall enter 
another war less well-equipped than we entered the last. 

There is another aspect of the same problem. Despite 
the heavy pre-1939 expenditure on factory building, a very 
large part of our war effort down to 1942 was devoted to the 
building of factories and their equipment with machinery. 
For another year beyond that, the main effort was still going 
into the initial equipment of new military units or new 
squadrons. It was only in the last year or eighteen months of 
the War that the task became principally one of covering 
current wastage. If the capital construction of munitions 
plants and the initial equipment of units can be completed 
before the outbreak of war, there is a significant increase in 
the war potential. If it were certain that war was bound to 
come, these preparations ought to be made, so far as possible, 
before its outbreak. If, as we all hope, war does not come, the 
resources so used will not have been co —_— wasted, 

But again, though ideally a high level of continued invest- 
ment is desirable, in practice it is impossible to see how 
rearmament can be achieved in the short term without trenching 
on our capital investment. The more certain one feels that we 
cannot afford to run risks with the balance of payments, the 
more willing one has to be to accept some cut in investment. 

In trying to see how we should cut it, one must distinguish 
two forms of cut, both of which may become necessary. The 
first reduces investment in order to release specific engineering 
resources; the second to release general resources. There 
are bound to be certain almost automatic cuts of investment, 
merely because sections of the metal and engineering industries, 
when asked to fulfil armament orders, will not be able to 
maintain other output. Shipbuilding firms with naval orders 
are likely to have fewer berths for other shipping. Vehicle 
deliveries to the home market will be cut down. One must 
expect that the limits of capacity for large forgings will again 
mean that more guns imply less electrical generating plant. 
More electrical equipment for the Forces will mean slower 
deliveries of civilian installations. If we segregate these 
repercussions from the export markets they must fall on home 
investment. 

Some of the consequences of these cuts will be harmless 
enough, others will be less harmless. If the cold war is to drag 
on without developing into actual hostilities, it will become 
urgently necessary to make capital investment to expand our 
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capacity and to make it simultaneously possible to provide 
armaments, to make exports and to continue investment. 
When that is done, it will be a question of how the manpower 
shall be found to man-up the enlarged munition industries 
and of the right magnitude of investment, as a whole and in 
all its forms, in relation to consumption and other demands 
on resources in the new circumstances. In that context, the 
right size of the housing programme must come into the 
question. That more houses will ease transfer and simplify 
the expansion of bottleneck products, no-one can possibly 
doubt. If more houses can be got by greater efficiency in the 
building industry, they will be immensely valuable. But if 
they can be got only by cutting down on other activities, it is 
by no means easy to see where the added investment resources 
required can be found for them. 

It would seem very likely indeed that, in the short period, 
a significant part of the expansion of munitions production 
will be at the expense of home investment, however much it 
may be the Government’s intention to do what is possible to 
limit this. From the point of view of restoring our capital 
equipment at home this is much to be regretted. From a 
financial point of view it will mitigate our problems: for the 
scale of capital investment of the last few years has only been 
made possible by substantial budget surpluses, adding to the 
nation’s savings. If investment makes a smaller claim on 
resources, defence expenditure can be increased equivalently 
without adding to our inflationary problems. 


VII 
EcoNoMY OF GOVERNMENT EXPENDITURE 


Can we release resources for rearmament by reducing 
other forms of Government expenditure? To that threadbare 
subject this article can make no new contribution. The issues 
have been hammered out in hundreds of articles and hundreds 
of speeches, both in the House of Commons and in the 
country. The critics are always silenced by the invitation to 
propose economies not in general but in particular. Yet the 
critics are almost certainly right that the balance between 
private expenditure and public expenditure does not accord 
everywhere with the desires of the nation. If economies have 
to be made, they should not fall wholly on investment and 
private expenditure and nowhere on communal expenditure. 
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VIII 
CoNSUMPTION AND Fiscat Po.icy 

We come finally to consumption levels. It is important 
here to see what the issues are and are not. An earlier section 
stressed that we cannot look for an easy solution of our problems 
to the progressive rise of our gross national product. Yet in a 
more simple-minded sense that growth will mean that the 
aggregate of consumption need not be very greatly reduced 
and may even increase. It was shown above that the gross 
domestic output (the output of the United Kingdom apart 
from the change in the overseas deficit) may possibly grow by 
£800 millions in 1951. If we do not draw more manpower 
into industry, £500 millions would be a more reasonable 
estimate for 1951 and 1952. 

If we are to pursue the effects on consumption we must 
judge, in the light of what has been said above, what will be 
the net increase of Government expenditure on goods and 
services and the net change in investment. If we assume that 
economies elsewhere offset the mounting tendencies of some 
branches of Government expenditure, the net increase will be 
the added burden of £300 millions for defence. Let us assume 
that in the short-term the resources for about £250 millions of 
munitions are found in the industries affected to the extent of 
£150 millions from fixed investment at home, to the extent 
of about £50 millions from the net increase of production, 
after allowing for adverse effects of changing over, and to the 
extent of about {£50 millions from reduced supplies to the 
home market. Let us also assume that stock-piling will involve 
£100 millions of investment. Then the total of investment, 
other things equal, would be about £50 millions less than in 
1950. An increase of 100,000 houses, dependent to the extent 
of 50 per cent. on added resources, would mean about another 
£50 millions and leave investment higher rather than lower 
than at present. 

Table II sets out, on certain assumptions about the 
increase of national output, and about other factors that have 
been discussed above, the probable implications of rearmament 
for fiscal policies. The figures, it need scarcely be emphasized, 
do no more than indicate orders of magnitude. If we are to 
assume that it will be our policy to balance our payments and 
to make only a relatively small reduction of investment, after 
allowing both for automatic cuts on the one hand and stock- 
piling on the other, then the principal burden will be on 
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consumption, or, if we are lucky, on the growth of consump- 
tion. If we are successful in bringing more people into industry 
we may have a net increase of consumption as high, perhaps, 
as £300 millions. But the table is designed to show that in 
the circumstances in which that might happen we must expect 
an increase of some £470 millions in new or increased con- 
sumers’ incomes after tax and savings. Thus the rest of the 
community must be forced or cajoled into forgoing, perhaps, 
£170 millions of consumption. On less optimistic assumptions 
we might even have to forgo £300 millions; and in the next 
year, as defence expenditure builds up, further curtailment of 
consumption by those who do not benefit from the proceeds 
of increased output or higher wages is likely to be necessary. 


TasieE II 


Tue EFFECTS ON CONSUMPTION OF CHANGES IN NATIONAL 
OuTPuT AND EXPENDITURES 





| 




















£ millions £ millions 
1951 1952 
| (Compared with — | (Compared with 1951) 
_ High High Low 

1. Assumed Increase in National | 

Product .. . | 800 500 800 500 
2. Provision for Balance of Pay- | 

ments and Terms of Trade 250 250 100 100 
3. Assumed Increase of Expendi- 

ture on Defence ee 300 300 300 300 
4. Change in other Government 

Expenditure .. ‘a ve _ —_ _— _ 
5. Change in Investment .. 7 —50 —50 _ = 
6. Increase of Consumers’ Incomes 

arising from Increased Pro- 

duction* (= 40% of 1) vn 320 200 520 200 
7. Provision for Rises in Certain 

Wage-Rates and Salaries* .. 150 100 150 100 
8. Necessary Curtailment of Other | 

Consumption. . ee | —170 -—300  —70 —200 
9. Change in Aggregate of Con- | 

sumption (= (6) + (7) —(8)) | +300 — | +400 +100 

* After taxes and savings. 
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It must again be emphasized that the above figures are 
little more than illustrations. But they help us in various ways 
to see our problems more clearly. If we are to be austere in 
our determination to prevent inflation, if we are rigid and 
successful in our determination to maintain a balance of pay- 
ments, if we are clear that the risks of war require us to get 
our national capital into a state of preparedness for a further 
period of neglect, most of us will have to be prepared to face 
some pretty considerable reductions of consumption. We can 
escape that only if we can find certain forms of capital invest- 
ment that we are prepared to see postponed or if we can really 
find forms of Government expenditure, other than transfers, 
which can be substantially cut. If we believe that certain 
capital expenditures, such as housing, must be increased, we 
have to be prepared for even larger curtailments of consumption 
than are shown in the table. 

In fact, one doubts whether the full rigidities will be 
practicable. The table assumes that as the terms of trade 
worsen we are to provide increased exports. If engineering 

rts are merely kept constant, it is doubtful whether the 
world demand for our other exports will enable us to maintain 
a surplus in the current balance of payments. If we do, we 
shall only achieve it by greater cuts than have been assumed 
in investment. 

That consumption can be cut down without disastrous 
consequences need scarcely be said. Average consumption per 
head is now at least equal to that of 1938. In 1944 it was about 
16 per cent. below the 1938 level. The reductions that may 
now be demanded of us are not more than 4 per cent., even if 
one neglects the increases that some may enjoy. But the more 
difficult question is how that further curtailment of consumption 
is to be secured when such a large part of the national income 
is already being collected and re-spent through the tax-system. 
The table has already taken account of the automatic additions 
to revenue that are to be expected from increased output and of 
their effects in limiting the addition to incomes which impinge 
on consumption. Further increases of taxation will fall heavily 
on savings or will lead to dissaving. Thus to curtail con- 
sumption by £100 millions it is likely to be necessary to increase 
taxation by substantially more than £100 millions. 

Apart from this, the effects of increased taxation in a 
hyper-inflationary condition are very difficult to predict. There 
is a possibility, indeed a likelihood, that wage and salary 
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bargains will reflect and take account of increases of taxation. 
Thus increased taxation will contribute to inflation in one 
respect while it mitigates it in another. 

The total remaining after taxation of all incomes which 
exceed £2,000 before tax is now no more than £462 millions, 
If all these incomes were reduced to £1,000 after tax, the 
further yield would be no more than £242 millions. Any sub- 
stantial further contraction of consumption must again involve, 
as it did in war-time, contraction by lower income-groups. 

In these circumstances it seems very probable that attempts 
to prevent inflation by ieducing incomes by taxation will fail 
to achieve what is necessary. This may happen because a 
budget of the required austerity is thought to be politically 
impossible; no Chancellor has ever overtly budgeted for 
an adverse future movement of the terms of trade, or to cover 
the inflationary effects of prospective sectional wage increases. 
It may happen because all attempts to cut down expenditure 
by cutting down incomes are frustrated because expenditure 
is maintained by selling capital, reducing bank balances and 
trenching on savings. Thus we must expect that it will be 
necessary to reinforce fiscal measures to prevent inflation by 
more direct physical controls. This will not, in all probability, 
emerge from conscious policy so much as from shop-shortages 
and price rises, consequent on inflation, and a clamour for 
fair and stabilization of the cost of living. 

But if rationing does again become necessary, it will 
probably be the most effective solution of our short-term 
problems. In the early stages of the last War economists were 
inclined to argue that rationing would not solve the problems 
of an over-all excess of demand ; it would merely divert demand 


from some commodities to others. There was, of course, some — 


element of truth in this. But by and large that view was proved 
wrong. Rationing, spread as it then was over a fairly wide field, 
limited expenditure where people would have preferred to 
make it, prevented dissaving for the purposes for which people 
were most tempted to use savings, and created surpluses of 
purchasing power which the tax system and savings campaigns 
were able to mop up. In many respects war finance followed 
and depended on the physical controls, and would have been 
ineffective without them. We may well find that cold-war 
finance is ineffective without similar support. 

Physical controls are likely to be forced on us also in 
another context. It is clear that already the demand for raw 
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materials is outstripping the world’s supplies. There are 
scarcely enough materials available to permit of the higher 
levels of activity required by rearmament. Already scarcities 
are showing themselves in materials as diverse as wool and the 
non-ferrous metals. A diversion of manpower and other 
resources towards the munitions industries must increase the 
demand for steel and run us very near to the limit of our 
supplies. The wish to build stocks in a world of shortages is 

er complicating our problems. The desirability of a 
system of allocations is already being canvassed and it would 
seem unlikely that it can long be resisted. 


IX 
SOME CONCLUSIONS 

May I try to summarize? First, to superimpose new 
activities in an economy that is already almost at full stretch 
is impossible. We cannot have rearmament without tears. 
But the probable difficulties are immensely enhanced because 
the need for rearmament is simultaneous with the added 
burdens of worsening terms of trade. The nation would not 
seem generally to be aware that in 1950 and 1951 the worsening 
of the terms of trade (assuming that we maintain a balance of 
current payments) will have imposed real burdens as great 
as rearmament. The two together must mean that, even with 
spectacular increases of production, those whose incomes are 
not directly swollen by the increased production must almost 
certainly accept a reduced real level of consumption. 

Second, the extent of that reduction will depend on how 
nearly we maintain a balance of current payments, or a surplus 
(such as we require) to cover our increasing obligations abroad 
on capital account, and on how much we reduce the current 
volume of investment. Ideally, so long as the cold war does not 
degenerate into active war, we should almost certainly aim to 
avoid a deficit in the balance of payments and to maintain a 
high level of investment, so that we enter a war, if it comes, 
with our capital equipment in good fettle. In practice, because 
of the limits of the capacity of the munitions industries, it 
may be very difficult, or even impossible, to avoid one or 
both of these undesirable consequences. 

Third, how far we may succeed in avoiding them will 
depend on the possibilities of expanding the output of the 
munitions industries. The combined effects of the worsening 
of the terms of trade and of rearmament would, other things 
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remaining unchanged, probably increase the demands on these 
industries within the next two years by about 25 per cent. We 
can scarcely hope to increase their output by anything approach- 
ing that, but the greater the increase of output, the more 
soluble will our problems become. The limits to expansion 
are three: manpower, capacity, materials. The manpower 
can if necessary be found, as it was in war-time, by contraction 
of other things; problems of skill and dilution would again 
arise, but they are not insoluble. There is probably a small 
margin of capacity, when account is taken of shift-working ; 
but we ought to be making plans for further extensions, 
wherever a continuing cold war will develop bottlenecks. 
Materials may, however, in the end create the most powerful 
limit. We are evidently already on the brink of allocation 
systems, prohibited uses, and the rest, however much we ma 

dislike them. If reserve stocks of materials are to be built 
up in the face of present demands, the economies needed will 
be almost as severe as in war-time. 

Fourth, this emphasizes, surely, what should be the key 
to our policies. If we believe that war is coming, we should be 
thinking how we can increase our war potential. On the 
economic side, the main, indeed the only, powerful way in 
which we can do that is by carrying out during the cold war as 
much as possible of the capital investment that would be 
forced on us in an active war. Much of the investment that 
would be required for this purpose in enlarging material 
supplies and expanding the munitions industries would in no 
case be wasted investment. World supplies are short; with 
growing national output, there will be growing demands on 
these industries. We should be doing today what we should 
in any case do in five or ten years’ time. To remove and alleviate 
now the bottlenecks which will arise if war comes should surely 
be the centre of our investment policies for the next year or 
two, even if it means postponing things which are near to the 


hearts of peace-loving people. 
E. A. G. RoBINsoN. 


Cambridge. 
December, 1950. 
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The National Coal Board 


By Duncan Burn 


THE MINING ENGINEERS’ PLAN 
HEN the Miners’ Federation drafted a bill to nation- 
alize the mines in 1919, they proposed joint manage- 
ment of the industry by the workmen and the State. 
Nationalization at this stage was a compromise between social 
democracy and syndicalism. The approach of the Reid Com- 
mittee—a technical advisory committee of mining engineers— 
in their famous report of 1944, was notably different. Having 
surveyed the advances in Continental countries between 1925- 


1939—under private ownership—they concluded, that in those 
countries : 


the standing of the mining engineers must have been high. 
They have clearly been in a position of technical authority, 
and have therefore been able to plan and develop their mines 
along the lines they considered best. 

But here, by contrast : 


financial stringency and the lack of broad vision which .. . 
surrounded the direction of the British coal industry provided 
the mining engineer with little encouragement to formulate 
bold schemes. 
Moreover, far too few mining engineers saw the problems of 
the industry in the true light—perhaps because its difficulties 
between the Wars discouraged the best young men from 
entering it. 

What was needed in this situation, therefore, was a 
Central Authority which would ensure that the industry was 
“merged into units of such sizes as would provide the 
maximum advantage of planned production” and which 
would stimulate the production and execution of plans by the 
new units. Because of the dearth of mining engineers qualified 
to carry out radical reorganization, the services of those who 
were qualified must be used for the whole industry. But since 
coal-mining cannot be conducted on any stereotyped plan 
“scope must be provided within each unit for the fullest 
opportunity for and encouragement of individual initiative.” 

While the emphasis of the Committee was, as its purpose 
required, on the need for technical change, its members were 
conscious that technical change would give disappointing 
results without an improvement in the habits and quality of 
work in the pits, which had deteriorated seriously in the War. 
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Looking back before the War, the Committee said it was: 
greatly to the credit of the mining engineers and the managers, 
that they have so generally succeeded in maintaining good 
personal relations with the miners and in winning their respect 
and esteem. 

But now for the restoration of the industry the miners and 

their leaders “‘ must combine with the mining engineer in an 

entirely new spirit of co-operation” to raise output. There 
must be mutual recognition of rights and duties. Continuity 
of work would be assured by the Government’s employment 
licy. The miners deserved proper initial training, facilities 
or advancement and promotion, explanations of policy and 
programmes by the management, wages at least as high as for 
equally skilled work elsewhere, rapid redress of grievances, 
proper care for safety and health. In return they should : 
give a full and fair day’s work; accept proper discipline at 
the mine; abandon lightning strikes; renounce coal field 
customs detrimental to efficiency ; co-operate fully to raise 
productivity. 

Existing high wages could only be maintained, the Report 

argued, if outputs per miner were higher; double shift 

working and a five-day week of 8 hours (instead of 7} hours) 

a shift would generally be essential. 


THE GOVERNMENT'S PLAN 
I have set this out at some length because I find it the 
most helpful background in trying to understand the attitudes 
and personal conflicts, the failures or apparent failures of the 


subsequent six years. The bill to nationalize the coal industry | 


was very obviously not half syndicalist, as the miners’ first plan 


had proposed. Neither was it in keeping with the mining | 


engineers’ design for the industry, although this was at first 
less conspicuous. Mr. Shinwell, then Minister of Fuel, was 
aware of the opposition but he misconceived the reason for it. 
The Reid Report assumed, he argued, the continuance of 

rivate ownership but this was not to be; therefore “ the 
industry is to be completely unified.” The sequence of ideas 
was irrational but illuminating. The National Coal Board— 
to be composed of persons of varied experience—was to have 
complete control of the whole industry, subject only to the 
power of the Minister to issue general directions to it. The 
industry, Mr. Shinwell explained in Committee, would be 
under a unified control, but obviously once it was unified there 
would have to be a large measure of decentralization. Policy 
was to be adumbrated by the Board; “ the execution of that 
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policy will, I imagine, be left largely in the hands of the regional 
and area organizations”” whose form and numbers were left 
for the Board to determine. 

Clearly, the Board was to do far more than the central 
authority envisaged in the Reid Report. But the facile dis- 
tinction between policy and its execution is not so clear a 
division of function as it sometimes appears in theoretical 
terms. Mr. Shinwell, it is well known, insisted that the 
members of his Board were to be functional, each looking 
after one side of the Board’s work—production, labour, 
finance, etc.; there was to be none of this nonsense where a 
“ number of gentlemen gather round a table and talk.” Indeed, 
he specifically said that the members of the Board, “ in their 
respective functional capacities, will execute the decisions of 
the Board.” 

He also made it clear that he expected the Board to 
determine not merely price policy but prices, and to choose 
not merely the principles of investment but the individual 
schemes of capital investment where these were large. In 
regard to prices, indeed, he laid down a central principle, viz. 
that “‘ we sell the coal not on the basis of what it costs at a 

articular pit. That would be most improper.” Price must 
o related rather to average costs. “‘ You can influence the pit 
activities "’ [i.e. their efficiencies and investments] “ without 
necessarily selling the coal on the basis of every individual 

it.” The Board was here in fact called on to execute the 
Minister's own policy, which in the end it did not do. He also 
expressly claimed for the Board the right to charge discriminat- 
ing prices: to favour exports, for example ; or to favour its own 
subsidiary manufactures, such as its coke ovens, which again the 
Board has not done. In regard to investment, Mr. Shinwell 
brushed aside the suggestion that financial responsibility in 
matters of investment could be decentralized. Some of the 
managers (or group directors) “‘ who are imaginative and show 
initiative might,” he explained, “‘ have extravagant ideas.” 
Rather surprisingly, the possibility of using other central checks 
on imaginative managers was not discussed, still less whether a 
central Board within a single industry is well placed to make 
the right decisions which balance the claims of investments 
in the industry against the claims of other industries. 


Stow Post-War RECOVERY 
The subsequent development of the organization of the 
coal industry by the National Coal Board has been very much 
on the lines laid down by Mr. Shinwell. There have been a 
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few notable deviations: by the end of 1948 most members 
of the Board had ceased to be functional; more and more 
they gathered round a table and talked—in committees or 
(the same thing in modern garb) working parties. Some 
part-time members, bringing the experience of other large 
business concerns, were appointed in 1948. The conception 
of the coal industry as one giant firm was developed and 
reinforced. Meantime, the decisions of the Board itself in 
working out the principles of price and investment policy are 
such as to permit and, indeed, to favour the formation of a 
decentralized industry. But neither the Board nor its more 

rominent critics have concerned themselves much with these 
implications. The conflicts within and without the Board 
have all concentrated on the question how far the Board are 
responsible for the disappointing record of the coal industry 
since the War. 

The record is too well known to need more than the briefest 
account here. The output of the mines in the years 1934-38 
averaged 228 million tons, with a peak of 240 million tons in 
1937. Output could have been higher; there was unemploy- 
ment, and tonnage was “lost” through “ want of trade.” 
In 1938, when 226 million tons were mined it was estimated 
that 31 million tons were so lost. During the War output 
contracted sharply and in 1945 it was below 175 million tons 
with nothing lost through lack of trade. Last year it had 
recovered to 202-7 million tons ; this year it will slightly exceed 
a million tons, again with nothing lost through lack of 
trade. 

The result of the drop in output is that since the War we 
have been chronically short of coal. Domestic consumers 
have been rationed and export markets have been starved and 
have been charged high prices. Sometimes we have imported 
coal, as we are doing now. The explanation of the deficiency 
is to be found in a fall in the number of miners, an increase in 
absenteeism far above pre-war standards, and a decline in the 
average output of a man in a shift which has only just been 
made good—if, indeed, it has been made good: because 
although the average output per man-shift for 1950 will be 
about 1-8 per cent. above the level in 1937, there is probably 
at least that amount more dirt in the coal now sold. In most 
years since the War as much coal or more has been lost through 
strikes as in the last few pre-war years. All this is reflected in 
movements of cost and price. Wages have trebled since 1938— 
and costs have almost trebled. Coal prices in the home market, 
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according to the Board of Trade index, have risen by 150 per 
cent. since 1938. This is insufficient to cover the rise of costs, 
but is much more than the increase in the prices of other 
commodities mainly domestic in origin. Steel prices have 
risen, for example, by 88 per cent. and chemical products and 
building materials each by 128 per cent. 


CONTINENTAL COMPARISONS 


How far, if at all, are these results due to a failure in 
leadership or a slowness in reorganizing and re-equipping the 
mines? It is useful to note at the outset that the record has 
been uneven in other countries. Throughout Europe’s coal 
industries, the average annual output of a miner has been much 
less since the War than it was before. The most recent figures 
are these for October, 1950 :— 

















— | ot ae | OutTpuT PER MAN-SHIFT 
per cent. of | per cent. of | Percent. | Per cent. 
1937 1937 Tons of 1937 | of 1946 
j 
UE. .. . | 90 8 865i 2B] 1084 118 
W. Germany .. | 83 115 1-06 | 67 123 
France .. on 120 110 0-81 98 135 
Netherlands .. | 88 130 1-42 | 80 151 
Belgium ie 97 108 0-70 90 117 
Poland.. .. 124+ 145* 1-32* | 76" 123* 
t September, 1950. * Figures refer to end of 1949. 


No very simple conclusions can be drawn from this table. 
The Continental mining industries, with the exception of Western 
Germany, have been more successful than Great Britain in 
restoring or passing their pre-war output and labour force. 
Their recruiting has been more successful, but it is often 
recruitment of immigrants: for example, Italians and North 
Africans in France. They have been less successful than Great 
Britain in regaining their former “‘O.M.S.”" But they were 
far more disturbed by the War than the British industry was; 
they suffered physical destruction and the demoralizing effects 


1 Output per man-shift. 
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of occupation. They have had far more ground to regain— 
and they have moved in general much faster since 1946 than 
the United Kingdom. France in particular has made notable 
advances in the last two years; O.M.S. in October was 14 
per cent. higher than it was a year ago. In such different 
circumstances it is impossible from the figures to argue who 
has done best, but expert observers say that there has been 
a common tendency for miners everywhere to make the most 
of the scarcity of coal as a means of improving their economic 
position. They have retained a margin of excess capacity for 
work as a bargaining weapon. 


THE INTER-WarR YEARS 
This is easily understood against the inter-war back- 
ound, particularly in this country. For although coal shortage 
ere is a new experience (save after a prolonged strike) the 
coal industry has been a subject for the industrial _—_ 
for over a generation. Ever since 1920, when the average 
number of miners, swollen by a large inflow of those returning 
from the Services, reached 1,227,000, there has been a marked 
downward trend in the numbers employed, a trend only 
interrupted slightly by cyclical upswings in the demand for 
coal. In 1937, the average number employed was 778,000. 
The long-term explanation lay in growing economy in the use 
of coal, increased international competition in its supply and 
from substitutes, and growing efficiency in mining. Although 
industrial output in this country rose by 50 per cent. between 
1924 and 1937 the consumption of coal here rose by less than 
2 per cent. 

World coal expotrs averaged 191 million tons from 1925 
to 1929, but only 149 million tons from 1934-36. This was due 
partly to depression, partly to the greater use of petroleum 
and water power. Britain’s share of the export total fell from 
7o million tons in 1927-29 to 50 million tons in 1934-38. 
Meantime, the O.M.S. in British mines rose by 30 per cent. 
between 1925 and 1937—though by only 13 per cent. between 
1927 and 1937; but shifts were longer after the General Strike, 
and shorter again in the thirties. It was, however, the violent 
fluctuations of these years which left the deepest impression : 
the post-war boom and slump of 1919-20, boom again when 
the French occupied the Ruhr, acute difficulty after the return 
to gold in 1925, leading to the General Strike, acute depression 
again in 1932-33, with 400,000 unemployed. From then on, 
there was a marked improvement, though even in 1937, the 
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peak year, there were never fewer than 100,000 unemployed. 
Earnings improved greatly ; between 1924 and 1929 miners’ 
wages fell by 14 per cent. while wages in general fell hardly at 
all; between 1934 and 1938 miners’ earnings were restored 
broadly to their relative position in 1924. But their earnings 
in 1938 were a little less than the average in manufacturing 
industry. 

This background has certainly contributed to post-war 
difficulties. It leads many miners, for example, to discourage 
their children from going into the pits, and it has created 
possibly a slightly cynical indifference about output. Prob- 
ably a good deal of the present difficulty is due to even simpler 
forces: better communications present miners’ families with 
a choice of jobs of which they were hardly conscious in the 
past. There must have been a drift away from the mines in 
eee inter-war years, but for obvious reasons it caused no 

arm. 

After the first few months of the War coal exports fell 
drastically and manpower was allowed to fall sharply in the 
export districts; but at the peak of the war-time industrial 
effort, coal—and miners—were scarce, and O.M.S. steadily fell 
and absenteeism more than doubled. At the end of the War, the 
output per man in a year had fallen from 309 tons to 246 tons. 
This was attributed to the greater employment of older men, 
the need to keep on any men however bad and, however much 
they lowered the general standard, the need to employ con- 
script “ Bevin boys.” Hence the lack of discipline which 
led the Reid Committee to prescribe the miners’ “ duties "’ in 


1944. 


CRITICISMS OF THE N.C.B. 

The position has only slowly and partially improved. In 
1949 the average miner produced 282 tons of coal—a little 
over half-way back to the 1937 figure of 309 tons. The best 
qualified critics of the Coal Board believe that this could have 
been bettered. When Sir Charles Reid retired from the Board 
in May,.1948, he claimed that at that date 30 million tons more 
coal could be produced “‘ with the men and machinery now 
available.” The machinery was appreciably more extensive 
than in 1937. Sir Charles traced the failure to do this to 
excessive centralization, and his view was known to be shared 
by other distinguished mining engineers, among them Mr. 
Hunter and Mr. Watson Smith, members of the Reid Com- 
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mittee, who had both already resigned from divisional posts, 
and Sir Eric Young. 

The argument, which Sir Charles Reid set out at length 
in three articles in The Times, is familiar. The Board set up— 
as the Minister intended—a four-tier organization ; the 1,000 
pits were organized into 49 areas—* the real units of produc- 
tion”, which in turn were controlled by 8 (now g) divisions, 
above which there was the Board. The Board interfered too 
much in detail, sent a “ continual stream of instructions” 
down several parallel lines of communication—and called for a 
continuous stream of _— “ Control is by committees ”— 
just what Mr. Shinwell had seemed to rule out. The area 
general managers—‘‘ the mining experts”"—find themselves 
deprived of the power to exercise initiative. 

They do not feel themselves to be in charge of operations as 
they were under private enterprise. They are unable to make 
decisions which ought to be within their province, and therefore 
their status and authority in the eyes of the staff and workmen 
are reduced, .. . They cannot choose whom they will employ 
or dismiss. . . . Nothing has replaced the loyalty which was 
given by the management and many of the men to the coal 
companies. The temptation is... to settle down as mere 
cogs in a huge machine. . . individuality and enterprise. . . are 
no longer appreciated. 


Sir Eric Young, who was still a member of the Board at 
the time, expressed similar views in the course of a report 
which he made to the Board after he returned from America, 
where he investigated mining methods. He urged that: 


at all levels the organization of the N.C.B. will have to be so | 
arranged that mining engineers are given executive authority | 


to carry out the functions delegated to them. 
THE Boarp’s REPLY 


To all such comment the Board replied that it, too, | 


believed in decentralization, but that it must needs take over 
functions before it discarded them, that some early friction 
was unavoidable, that there were too few good men to accept 
heavy responsibility and that executive action must be con- 


trolled until general i concerning it had been laid down, | 


But “ policy,” the chosen field of the Board, whose indeter- 
minateness has been referred to above, was viewed by the 
Board in a very comprehensive spirit. When the Burrows 
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Committee suggested that they should meet once a month 
only to make policy decisions, they replied that “‘ there must 
be machinery for settling policy issues from day to day, other- 
wise the congestion and delay would be formidable.” 

These discussions are necessarily inconclusive. The critics 
have given too little credit to the Board. Thus, to take a 
familiar example, they have fixed on the difficulty of the mine 
manager who has not been free to fix a new piece-rate. Yet in 
the past the practice appears to have led to some of the high 
rates and low stints which now prove hard to eradicate. The 
Board has conspicuously in recent months tried to increase 
the powers of the area managers in ways suggested by the 
critics. The mining engineers probably assumed too readily 
that the skill and success of the best of them in pre-war days 
could be reproduced throughout the industry. The spreading 
of the managerial staffs of the best firms has indeed been 
fruitful of good results in technical progress in some areas : 
the introduction, for example, of the best bituminous mining 
practice into the anthracite area in South Wales. The most 
obvious difficulties, however, have been the labour problems 
which, as Sir Charles Reid put it as though it were a surprise, 
“ almost immediately demanded attention.” If mining engin- 
eers had been left with more initiative, how much less would 
absenteeism now be, how much fewer the numbers of young 
men of 20-35 who leave the industry (often to return to 
it later), how much greater the numbers of school-leavers, 
in or outside the mining villages, who decide to become 
miners ? 

These are the vital questions, and great though the value 
of enthusiastic leadership and the power to inspire personal 
loyalty unquestionably is, the mining engineer critics have 
made the thing seem too easy. There are not a great number 
of Charles Reids in the industry ; and I find it hard to believe 
that given more decentralization we should have had 30 million 
more tons of coal in 1948. Yet I believe that Sir Charles Reid 
has tried to answer the right question—what should be or 
must be done by the centre ?—and that it is wrong to ask 
instead—what functions should the centre discard ? 


THE Risk OF EXPEDIENCY 
The mining engineers, and others, have not considered 
the problem only in these general terms. Sir Charles Reid 


complained that the areas and divisions were embarrassed 


because the Board often based its decisions on expediency. 
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This referred particularly to labour relations, and the granting 
of concessions unconditionally: higher earnings (the face 
workers are now extremely well paid) or better conditions 
without a real guarantee of greater output or more regular 
work. The policy of a sort of understanding, a recognition of 
mutual rights and duties, propounded in the Reid Report was 
not effectively followed. fone of the worst decisions of this 
kind were really Ministerial decisions forced on the Board— 
the five-day week was one of them. (This was conceded on 
conditions which have never been observed.) In other instances 
the fault may have been unskilful drafting: the bonus for 
miners who worked five shifts in a week was granted on such 
terms that a man who wanted to continue an average of eight 


shifts a fortnight could earn the bonus without working more— | 


he worked five shifts one week and three the next. But this 
sort of error would presumably be avoided if more negotiations 
were conducted regionally by those in touch with local customs. 
The same point was made about the introduction of new 
training regulations, which were welcomed and valuable. 
They are based, like so much of the Board’s policy, on the 
work of the best companies, but at the outset took good workers 
off the face to be trainers, set bad standards of output, disturbed 
those who were still hoping to gain promotion by the old 
normal route and brought the newcomers only very slowly into 
useful work in spite of the drive for cienien, “f hings such 
as this may be regarded as symptomatic of the slow develop- 
ment of joint consultation in the pits, and of personnel 
management—again, suggested in the Reid Report—but it is 
not unreasonable to suggest that with decentralized initiative 
mistakes might have been avoided. 


THE PACE OF REORGANIZATION 
The question may be asked why more has not been 


achieved by technical and economic reorganization—by new | 


layouts, by closing uneconomic pits, by concentrating more on 
low-cost areas. The Reid Report whetted people’s appetites 
by describing how the Ruhr increased its productivity by 4o 
per cent. between 1925-30 and 80 per cent. between 1925-35. 
Mr. Gaitskell, when he was Minister of Fuel and Power, 
thought we should be very pleased to see O.M.S. rise b 
4 per cent. a year while it was still below the pre-war level. 
Both Sir Charles Reid and Sir Eric Young said that uneconomic 
its were closed too slowly: again the charge no doubt would 
one of expediency. I have wondered whether there has 
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been too much concentration upon new layouts and haulages 
and too little on the novel methods of “ continuous mining ”’ 
represented by the German coal plough and the British 
“ stripper.”’ These were all comprehended in the Reid Report ; 
but they were not given the fullest limelight. But in 1949 
Sir Hubert Houldsworth, Chairman of the East Midland 
Board, said they offered the prospect of a revolution in mining 
technique which might reduce costs by ros. or 15s. a ton, 
compared with the 5s. a ton which Sir Charles Reid expected 
from his programme. This kind of faulty emphasis—if it be 
established—is one which a central organization may induce, 
and which a decentralized industry may avoid. 


Prices, Costs AND INVESTMENT 
The price and investment policies of the Board, which 
seemed to evolve rather slowly—and indeed to take second or 
third place in the queue behind the complex executive responsi- 
bilities which the Board assumed—have stirred less controversy 
than might have been expected. As was noted above, the 
Board renounced the policy of basing prices on average costs. 


The Board have adopted the principle that in the long run 
the prices of particular coals delivered in market zones should, 
as far as practicable, cover the cost of producing and delivering 
those coals. 


This is not free from ambiguity : but it implies a determination 
to avoid the war-time policy of keeping the prices of high-cost 
coal down by subsidies levied on low-cost coal. In the last 
twenty years, “ differences in costs per ton of coal production 
between coalfield and coalfield have grown much wider,” as 
the Board points out in its Plan for Coal ; and they now range 
from 36s. a ton in the East Midlands to 49s.-55s. in South 





| } | 
East Midland § South Western | Total U.K. 


1947 1949 | 1947 1949 , 1947 1949 


{ 





| os & ss &) a & .@& i wo @ s. d. 
Average costs ..| 33 0 36 0 | 53 0 55 0 | 41 3 45 0 


Average proceeds | 37 4 440 43 5 546/43 4711 
Profit .. ..| 44 8 0| | 211 











44 


Wales for bituminous coal and over 70s. a ton for anthracite. 
Prices have not as yet been changed so much that all the 
divisions—or areas—are self-supporting ; but there have been 


| 


differential increases, apparently greatest for the special qualities | 


found in high-cost areas, and these areas, especially Durham 
and South Wales, have benefited from high export prices. The 
table on page 43 illustrates by figures from a high-cost and a 
low-cost division that the trend is for average prices more 
nearly to cover average costs in each division, which would 
permit regional financial autonomy. 

Price policy is therefore conceived on normal lines as a 
means of both measuring and influencing demand, of judging 
the kinds of coal people want and where they want it and 
inducing them to use the kinds of coal which are available or 
whose supply can most economically be provided or increased. 


THe “ PLAN FoR CoAL”’ 

The Board has worked out in detail a plan of development 
for the next 15 years—new sinkings and drastic reconstructions 
of existing pits—based on its judgements of cost and demand 
trends as judged from current data. The starting point neces- 
sarily was in the areas; the central function is one of criticism 
and co-ordination, above all of selecting the most promising 
schemes which very broadly are those which will give the 
highest profit, the best margin between costs and prices. 
The Board has explained its procedures with admirable 
clarity ; whether its decisions are good cannot be told from a 
description of method, nor from its forecast of a satisfactory 
average profit. 


There is little doubt that the main claim of the Board | 


must rest on the value of this function of central planning. 
It aims at discovering “ the most efficient size and shape of 
the industry.” Is it the best way to do it? Sir Charles Reid 
appears to visualize something similar but simpler: there 
should be 26 corporations (larger than the present areas, 
smaller than the divisions) whose mining engineers should 
prepare comprehensive plans. They would submit these to 
a much attenuated National Board and when the plans had 
been approved “ each corporation should be given full responsi- 
bility for carrying out the work.” This probably is meant to 
hasten decisions. But it leaves unanswered the criticism 
(which applies equally to other nationalized industries) that the 
present arrangements which enable the Board to secure its 
capital at the gilt-edged rate really provide for no comparison 
of the merits of the marginal investments in the Coal Board 
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programme with the merits of other investments for other 
purposes. Such a comparison can be made only by a bod 
which is not narrowly concerned with one industry only, whic 
is indeed analogous to an investment bank. My inclination is 
to think that the pee arrangements do not provide a 
satisfactory means of relating investment plans for coal to the 
general capital supply position. 

The French nationalized coal industry provides an inter- 
esting model for those who believe that a more decentralized 
structure, with a number of financially autonomous corpora- 
tions, would be better than the present one. In France the 
regional groups—of very varying size and importance— 
are financially autonomous. Prices are fixed by the State in 
consultation, and based on costs, but on principles deter- 
mined by the Ministerial officials; and for the present there 
are some inter-regional levy/subsidy arrangements (péréqua- 
tions des prix). But the regions have their own “ plans,” 
which were published in 1948, and they publish their own com- 
pany reports. The central organization is relatively lightly 
staffed, and seems to be largely advisory. Co-ordination of 
investment plans rests finally with the Commissariat du Plan, 
which covers all industry. The “ Boards” of the regional 
companies are appointed on the normal French tripartite 
pattern—part represents the staff, part the local consumers, 
part the State (in this case the central Board). This does not 
work perfectly, but it is suggestive: it looks better than the 
two proposals for appointing members to decentralized boards 
here, namely that they should all be appointed either by the 
Minister of Fuel and Power or by the central Board. The 
fallibility of Ministerial appointments is one of the manifest 
weaknesses of the present structure. 


PROSPECTS AND POLICIES 

It is one thing to suggest that the present organization is 
faulty ; it is a very different thing to say that if it were now 
altered great good would come quickly from the change. 
Equally it is doubtful whether much change can come from 
within the present Board: for it has been well said that 
decentralization is a state of mind. Present prospects can most 
safely be assessed on the assumption that there is no great 
change in the form of management. If this is so, the question 
whether coal supplies will be more adequate in quantity in the 
next few years seems to depend largely upon whether new 
methods of working coal at the face by ploughs and strippers 
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can be adopted quickly. The long-term investment plan will 
not bear quick results. The likelihood of further falls in the 
number of miners, while the old forces are at work and before 
the newer attractions of the industry are more widely known, 
must be faced. At present, as whenever output is required 
above all, some of the development work needed to open up 
new areas of coal for mining is not being carried out as fully 
as it would otherwise be. The forces working to keep output 
down are strong. 

Early prospects seem to depend upon the result of a race 
between the inflow of new methods and the outflow of workers. 


No-one can give the answer confidently—and the safest policy | 


is to be moderately pessimistic and give up wasting coal. For 
a slightly more distant future the prospect of reducing costs 


in coal-mining here should perhaps be judged by comparing | 


the chances with the prospects in European countries. The | 


movement of comparative costs will be significant naturally 
for domestic industrial users and will largely determine 
export success. Sir Herbert Merrett has shown’ that in 
any event the shrinkage of export demand which occurred 
between the Wars is likely to continue, and that there may be 
a contraction of 20 per cent. in the next decade. The best 
ne sg are for gas and coking coals and small steam coals. 

uccess must depend on price—and regularity of supply, which 
is vital, for example, for power and gas utilities and which we 
cannot now guarantee. The Plan for 1965—which can hardly 
be carried out if the present fall in labour continues—would 
give an average output per man-shift close to the best Con- 
tinental achievements before the War; but the O.M.S. in 


districts producing some of the best export coals, such as coking | 


coal, would still be lower. It is hoped, in fact, to improve on 
this. Will the European countries, still behind their pre-war 
achievements, improve on them? How will their wage levels 
compare? How will they be affected by the Schuman Plan— 
or any analogous scheme? It is believed that the German 
coal industry, with its present low O.M.S., is investing more 
heavily than the British. But the picture as a whole must 
remain obscure and confused. 


CoNCLUSION 
It should be possible by good management and prudence 
to avoid crises like the present, and the consequent reduction 
of exports and emergency import of coal. But we cannot 
1 National Provincial Bank Review, February, 1950. 
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overcome our difficulties over coal quickly or by any dramatic 
stroke of policy. The easy way out would be to attract more 
workers and to persuade the miners to work harder. But the 
chances of success here are very slight indeed. It may be 
hoped that by better personnel management, more skilful and 
sensitive relations within the pit organization, based upon 
experience in other industries and using their methods when 
they are —— and drawing upon them for staff, a better 
tradition of regularity and greater stability may be established. 
But this will take time. Meantime, it would be wrong to assume 
that the present wage differential in favour of the miners is 
not sufficiently high. Their earnings have trebled since 1938 
while average earnings in manufacturing industries, slightly 
higher initially, have little more than doubled. The average 
adult miner, above and below ground, earned 179s. a week in 
the Summer of 1950, compared with 146s. for adult male 
workers in manufacturing industry. 

This is an impressive difference. Unfortunately the miner 
cannot take full advantage of it. His chances of doing so should 
be increased. Housing conditions, for example, are poor, and 
only improving slowly—there seems to be less priority for 
miners’ housing here than in France, where the nationalized 
mines build and provide the houses. Since the miner cannot 
make the most of his high wages, he is probably disinclined to 
earn the maximum ; hence higher wage-rates might well lessen 
his output, and the advantage of his high earnings is not fully 
evident to people in other walks of life who might otherwise 
be attracted to the industry. But while the attractiveness of 
the high earnings is thus impaired, it is none the less a stimulus 
for wage claims in other industries, and further increases 
should for this reason too be deprecated. 

We still do not know exactly why the heavy drift away 
from the mines continues. It was larger in 1950 (when the net 
loss was 22,400 in the first 10 months) than in 1949. But 
the large numbers who go within a year or so of joining the 
industry, or who leave while still young, probably find they do 
not like the industry. They will not be kept by slightly higher 
wages or by supplementary pension schemes. Some of the 
post-war propaganda has created a misleading illusion, as 
though coal-mining was becoming engineering, and a clean job, 
overnight, and as though promotion would come quickly. No 
doubt there have been many disappointments. Until com- 
paratively recently, moreover, little seems to have been done 
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to dissuade people from leaving; a little over a year ago the 
drift was treated almost as an advantage—the undesirables were 
going. In the present situation the employment of Italian 
miners, trained in Belgium, would obviously be valuable, 
provided they can be assimilated successfully both in the mines 
and in the mining villages. 

The broad conclusion seems to be that, while the intro- 
duction of Italian labour may be a useful palliative, the labour 
supply will only be stabilized slowly, at a lower level, by more 


skilful methods of recruitment and personnel management. | 


But difficult as the position is it is not catastrophic, the tactical 

roblems seem more serious than the long-term risks. The 
best hope is that it will prove possible to counteract the effects 
of the drift by raising O.M.S. faster and by using coal more 
efficiently. As we have seen, there is good reason to believe 
that O.M.S. can be more rapidly increased by the introduction 
of continuous mining. In addition, it becomes of increasing 
importance in the near future to develop most in the areas 
where labour is most productively used—and to do this more 
than the Plan for Coal proposes. All the experts agree there is 
great scope for saving coal by using it more efficiently—both at 
home and in factories. It may be possible at least to stabilize 
demand for coal without preventing industrial expansion. 
What steps—economic and technical—should be taken to 
ensure that savings are made when the investment they require 
is justified, is too complex a subject to deal with shortly. 
But at least there should not be an irrational financial dis- 
couragement of such saving, as there is at present. In the 
third quarter of 1950 almost half the coal mined came from 
divisions or areas whose average costs before charging interest 
were not covered by average prices. The Board has declared 
its intention of maliies the prices of particular coals broadly 
cover their costs: but it has not pushed the policy with the 
fullest vigour. If the short-term risks are in these ways made 
less acute the atmosphere will become more favourable for 


dealing with the long-term needs of efficiency, and the further | 


reorganization, the creation possibly of a many-firm instead of a 
one-firm structure, which may be required. 
DuNcAN BurRN. 
London. 
December, 1950. 
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Statistics: Explanatory Notes 


A—lIndustrial Production.— The trend is still rising and in the first nine months 
of 1950, according to the official index, total production was estimated to be almost 
9 per cent. above that for the comparable period of 1949 and 33 per cent. above 
the pre-war average. The index of the London & Cambridge Economic Service 
shows a rather smaller increase in 1950, of about 63 per cent. Among the individual 
industries recorded in the charts on page 53, based on the official figures, the greatest 
rise in production has been in vehicles—output in January to September, 1950, was 
15 per cent. above that for the same period of 1949. Mining and quarrying, although 
the trend is gradually upwards, was still some 11 per cent. below the 1935/8 average, 
whilst building and contracting was 3 per cent. short of the pre-war level. 


B—U.K. Overseas Investments.—Part of the finance for the prosecution of 
the War was provided, as is well known, by the sale or pledging of U.S. and 
Canadian securities, while the accumulation of sterling by Commonwealth and other 
overseas countries enabled them to repatriate their own sterling debts on a large 
scale. Figures recently published by the Bank of England show that between 1938 
and 1948 the nominal value of our overseas investments was reduced from £3,545 
millions to £1,960 millions, a fall of 45 per cent. (It may be noted that the actual 
cash received from the liquidation of investments, namely £1,352 millions, was 
equivalent to 85 per cent. of this decline in nominal capital value). The interest 
and dividends received, on the other hand, declined by no more than 25 per cent., 
so that the average return on total capital rose from 4-4 per cent. in 1938 to 5-9 
per cent. ten years later. 


The charts on page 55, showing the distribution of our investments by yields 
in 1938 and 1948, are based on the return on each group of securities separately 
listed in the Bank of England publication. This calculation, however, shows only 
the average return on a particular group, so that the yield on some of the securities 
included in it may fall outside the yield range to which the group as a whole is 
assigned. Thus the chart shows for 1948 only £137 millions of nominal capital on 
which no income was received, whereas it is known that in fact £225 millions were 
in default. While the charts cannot, therefore, claim complete accuracy there can 
be no doubt about the reality of the shift of investments into the higher yield 
categories which they indicate. It would appear that in 1948 close on 30 per cent. 
of our remaining investments were yielding 8 per cent. or over, compared with no 
more than about 12 per cent. in this category before the War. A large part of the 
investments realized were, of course, readily marketable fixed-interest securities 
bearing relatively low interest rates, while the world-wide rise in prices has con- 
siderably increased equity earnings, in terms of money. It may be noted that the 
sharp drop in foreign rails in 1948 (third chart, page 54) was due to the sale of all 
our Argentine railway holdings, representing £248 millions of nominal capital. 


C—Price Trends Since Devaluation.—The most remarkable feature in the 
behaviour of prices since devaluation has been the relative stability of retail prices 
as measured by the official interim index. As late as August this index, at 113 
(17th June, 1947 = 100), showed no rise on balance since December, 1949, and an 
advance of only 1 point on September, 1949. In the succeeding three months, 
however, the index rose by 3 points, undoubtedly reflecting the sharp rise in 
import prices, which in November were 32 per cent. higher than on the eve of 
devaluation. Over the same period, our export prices rose by no more than 11 per 
cent., which means that there has been a marked deterioration in our terms of trade. 
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Wholesale prices on the average, compared with August, 1949, were up by 25 per 
cent. by November, but some individual commodities showed much greater price 
rises. Thus, non-ferrous metals had increased in price by 90 per cent., whilst 
wool prices had risen one and a half times. 


D—Coal.—The main feature of the coal position in 1950 was that the increase 
in home consumption outstripped the modest rise in production, leading to a 
fall in stocks and a check to exports. By November the outlook had become so 
serious that the National Coal Board has been forced to import coal. The failure 
of output to expand sufficiently was mainly due to the alarming fall in manpower. 
At the end of November total wage-earners numbered 687,000, a fall of 40,000 
since January, 1949. The target figure for production for 1950 was set at an 
upper limit of 223 million tons, an increase of 8 million tons on actual output in 
1949, But in the first eleven months of the year production was only 1-3 million 
tons greater than in the same period of 1949, 


The long-term plan put forward by the National Coal Board in November 
envisages a total output by 1961-65 of 240 million tons, with home demand at 
205-215 million tons and exports and bunkers of 25-35 million tons. As a result 
of reconstruction and increased mechanization it is hoped that this greater 
production will be obtained from a labour force of 618,000 miners—80,000 less than 
in the middle of 1950, 


E—Balance of Payments.—Both the over-all balance and the balance with the 
dollar area showed a marked improvement in the first half of 1950. Taking our 
current transactions as a whole there was a net surplus of £52 millions compared with 
a deficit of £54 millions in the last six months of 1949, whilst our gold and dollar 
deficit fell to $108 millions, against $629 millions in the first half and $459 millions 
in the second half of 1949. So far as the whole sterling area is concerned, the gold 
and dollar account showed a surplus of $220 millions for the first six months of 
1950, and of $187 millions for the third quarter of the year. 


Of particular significance has been the rise in our net earnings from “ invisible 
trade ""—shipping, interest, commission, etc. (page 59). In the first half of 1950 
net invisible receipts totalled £160 millions against little more than a third of this 
sum in the corresponding period of 1949. 

The two charts on the distribution of our imports (page 59) bring out the 
declining proportion accounted for by the dollar area. Of our imports of food and 
tobacco, for example, the share of the dollar area had fallen to 17 per cent. by the 
first half of 1950, from 35 per cent. in 1947, whilst that of the sterling area had risen 
to 43 per cent. from 36 per cent. 


F—Incomes and Taxation.—The first chart on page 60 shows that although 
the taxation of almost all classes is now greater than before the War, there has been 
a relative increase in the burden borne by the middle and higher income-groups. 
In 1938/9, incomes in the £250-£500 range paid 3 per cent. in income tax and in 
1948/9 less than 5 per cent. For incomes between £1,000 and £2,000, in contrast, 
there was an increase from 18 to 27 per cent. whilst in the range £10,000-£20,000, 
71 per cent. of total income was taken in income and sur-tax in 1948/9 compared 
with 49 per cent. in 1938/9. It will be seen from the second chart, however, that in 
1948/9 the higher incomes contributed a smaller proportion of total income and 
sur-tax collected than before the War, whilst the lower incomes contributed 
relatively more. This was due to the fact that the number of lower incomes increased 
much more than the number of higher incomes. 
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The two bottom charts show the percentage distribution of incomes after direct 
taxation, by numbers and by total net income in each income-range. The largest 
increase has been in incomes within the £250-£500 range ; these accounted for 
46 per cent. of total net income in 1948/9, against 24 per cent. in 1938/9. There 
has been a corresponding shrinkage in the share of the larger incomes—incomes 
over £2,000 made up 10 per cent. of the total in 1938/9 and 3-4 per cent. in 1948/9, 
In that year, indeed, there were only 86 people with net incomes of over £6,000, 
compared with 6,500 such incomes before the War. 


G—Deceased Estates.—The same trend towards a greater equality is shown 
by the first chart on page 61 comparing the distribution of estates in 1948/9 with 
the position before the two World Wars. In 1912/3, for example, 23 per cent. of 
the total value of estates (over £1,000) liable to estate duty was in the range £5,000- 
£20,000 whilst 33 per cent. was valued at £100,000 and over. In 1948/9, in 
contrast, notwithstanding the intervening rise in prices, only 23 per cent. fell into 
the higher category and 31 per cent. into the lower. From the more detailed analysis 
for 1948/9 given in the second chart it will be seen that in that year estates in the 
two lowest ranges, from £2,000 to £10,000, accounted for £223 millions, or 28 
per cent. of the total. Estates in the £500,000-£600,000 range amounted to less 
than £11 millions. 


The third chart shows, for 1948/9, the percentage distribution of the assets 
of estates up to £200,000. From this it appears, for example, that as the value of 
estates increases, the percentage held in stocks and shares also increases. Thus, in 
the lowest range, £2,000-£5,000, only 9 per cent. was in this category whilst in the 
highest, £150,000-£200,000, 48 per cent. was accounted for by stocks and shares. 
In contrast, the smaller estates held a higher proportion in cash than the larger. It 
will be observed that for all estates a low percentage was in the form of insurance 
policies. One explanation of this may be that a great part of life insurance is now 
on an endowment basis with policies maturing before death. 


H, I—Money Supply and Bank Assets—After a period of comparative stability 
from the Spring of 1948 until the Summer of 1950, bank deposits have 
recently been rising again. In October there was a sharp increase of £176 millions, 
due, no doubt, to the influx of foreign funds to London combined with increased 
demands for finance from the Exchequer. Another rise of almost £50 millions in 
November brought deposits to a post-war peak of £6,251 millions. As a result, our index 
of bank deposits adjusted for seasonal variations (1938=100) stood in November 
at 269-0, against an average of 259-7 for the first nine months of the year (page 62). 


The clearing banks’ assets structure has also shown some changes lately although, 
of course, these have been very modest compared with the movements that occurred 
during the war and immediate post-war periods (page 63). Thus, Treasury Deposit 
Receipts increased, on balance, by £181 millions between June and November— 
or as a proportion of deposits from 5-0 per cent. to 7:6 per cent. Advances, in 
contrast, have tended to fall off slightly. Due very largely to the increase in bills 
discounted, cash and money market assets (bills discounted and money at call) 
represented 40 per cent. of deposits in November, against an average of 32 per 
cent. during 1949, 


Since the sharp fall in 1947 and the early months of 1948, movements in the 
currency circulation have been on a relatively small scale. Following a modest 
decline from the middle of 1949 to the Spring of 1950, however, recent figures have 
shown an unmistakable upward trend, even after adjustment for seasonal influences. 
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J—Germany and Japan.—By 1949 industrial production in Germany had 
recovered to three-quarters of the pre-war level whereas production in Japan was 
still only about 50 per cent. of pre-war. In both countries, coal production has been 
steadily rising—Japanese output accounts for more than 40 per cent. of production 
from Asiatic and Far Eastern countries. Shipbuilding figures tell a rather different 
story for each of the two countries. In Japan, tonnage under construction has 
increased considerably since the beginning of 1949 and at the end of September, 1950, 
was in fact above the end-1938 level. German shipyards, in contrast, had only half 
of their pre-war volume of work. Fairly rapid recovery was made during 1949 in the 
Japanese textile industiy, output increasing by 13 per cent. Even so, production 
of cotton fabrics was still less than a third of what it had been in 1938 (page 64). 


K—U.S.A. Trends.—Industrial production has now recovered from the slight 
setback of the summer of 1949 and in the autumn of 1950 was running at over double 
the pre-war level. Of particular significance has been the declining trend of exports 
over the past year while imports have been moving upwards—in August, 1950, 
indeed, for the first time since June, 1937, the U.S.A. had an excess of imports 
over exports in trade with the rest of the world. The spurt during the Summer of 
1950 in both consumer credit and retail sales reflected increased buying in anticipation 
of probable future shortages as a result of rearmament. Some restrictions, however, 
have been placed on instalment credit, the outstanding total of which is now rising 
less rapidly. With the recent revival of boom-like conditions, unemployment 
has been declining and, as a percentage of the civilian labour force, was down to 
3-0 per cent. in October last, compared with 5-7 per cent. a year earlier and 7-6 
per cent. in February, 1950. 


L—tTextile Production.—From the charts on page 66 it will be seen that produc- 
tion of worsted yarn and woollen fabrics is now almost back to pre-war levels, that 
of cotton yarn is still well below, whilst output of rayon and other synthetic fibres 
shows a most striking increase—production in 1949 was almost double that for 1937. 
A large part of this output eventually finds its way into exports. In the seven 
months November, 1949, to May, 1950, for example, out of total sales of 27 million 
pairs of nylon stockings, 16 million were supplied for export. 





Books and Publications 


LETTERS OF A WEST AFRICAN TRADER. 
Edward Grace 1767-70 


(Council for the Preservation of Business Archives.) 


There is little need, at a time when social histories become best-sellers, to 
emphasize the importance of the preservation of the actual records of everyday life. 
Especially is this true of the records of business life. The Council for the Preserva- 
tion of Business Archives performs a signally useful function in bringing home to 
business men the value of what otherwise might be “ burnt or turned to pulp.” 
These letters of Edward Grace are the first publication of the Council and it is 
indeed fortunate that they have been preserved. Here is depicted a vivid and 
fascinating account of the life and tribulations of a trader in West Africa towards 
the end of the 18th Century. 

J. R. W. 
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